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INTRODUCTORY 


The general title of this issue of the Journal is 
Recent Developments in Group Coverage. The authors 
of the papers in the section immediately following 
discuss in some detail trends and tendencies in the 
fields of their specialty. It will be seen at once that 
the list of papers makes no pretense at covering the 
entire range of insurance and related programs. It is 
limited to fields in which changes over recent years 
have been most numerous and most significant. 


For a survey of recent insurance events on a more 
comprehensive front but one covering the year 1944 
only see the section in this issue headed Review of 
the Year. 














PART I—RECENT DEVELOPMENTS IN GROUP COVERAGE 


GROUP ACCIDENT AND HEALTH INSURANCE 


By Pavt S. FisHer 


Superintendent, Group Accident and Health Department, 
Continental Casualty Company 


Such excessive emphasis has been placed on hospitalization during the 
past several years that in many cases insurance salesmen as well as 
buyers have lost sight of the real need for disability protection. The 
employed member of the family unit is still the breadwinner on whom 
the family budget depends and hospital or surgical indemnity cannot 
be used for family sustainence while the wage earner is disabled. It is 
more necessary to insure the income than the outgo. There are many 
times more people disabled at home than in hospitals and the importance 
of this proportion is emphasized even more when expressed in terms of 
total days involved rather than in number of cases. Indemnity for loss 
caused by hospital, surgical and medical expenses resulting from sickness 
and accidents should properly be included in the sickness and accident 
group plan not only because such expenses are incidental to sickness 
and accidents, but also because the all-inclusive program can be handled 
with greater safety, efficiency and economy under one plan administered 
by one company. Expense indemnity should properly be considered as 
supplementary to income indemnity and the factors and resultant trends 
herein discussed affect both coverages. 

During the past few years politics, social revolution, labor unions, 
war and taxation have all had a marked effect on accident and health 
group insurance. These influences will continue to drive group volume 
to even more gigantic proportions or replace it to a large extent with 
some form of government patrimony. In any case, the pressure for 
expanded social security benefits to include indemnity for sickness and 
accidents is focusing the spotlight of national attention on the primary 
need for this protection and is no doubt largely responsible for the 
unprecedented growth of group volume during recent years. The pres- 
ent Administration, born of depression, early began experiments in 
revolutionary changes in social and economic conditigns through legis- 
lation. These experiments fomented a demand for ever-increasing 
benefits that has found its latest expression in the terms of the proposed 
Murray-Dingell-Wagner Act. The atmosphere that created this demand 
also provided fertility for the development of the labor union movement 
which grew in numbers and power until it was able, through collective 
bargaining, to exert a tremendous force toward the growth of group 
insurance. 


(5) 
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War then entered the picture. With peacetime plants converting to 
war production and young men going into military service by the 
millions, unemployment disappeared. The resultant personnel problems 
that faced employers gave them a new interest in group insurance as 
an influential factor in attracting new employees and holding old. With 
war came greatly increased income, corporation and excess profit taxes 
which soon provided the final motive that sent group insurance volume 
to unprecedented heights. Here we have the complete picture of the 
many various factors all exerting a pressure toward the development 
and spread of group insurance: a government-sponsored quickening of 
the social conscience of employers, a similar awakening of employees 
to their social welfare and needs, the increasing power of labor unions 
and encouragement of collective bargaining, war with its effects on 
industry and employment, high wages, high profits and high taxes. 

The favorable solution that group insurance provides for the many 
problems posed by these social and economic conditions was quickly 
recognized and voluntarily adopted by many employers throughout the 
country. They became more and more cooperative in the installation 
of group insurance by providing for payroll deductions and making 
more liberal contributions to the cost. Labor leaders too took full 
advantage of these auspicious conditions to push their demands for the 
benefits of group insurance for their members. They pointed out that 
living costs were rising while wages were frozen; that the War Labor 
Board had ruled that contributions toward group imsurance are not 
considered as an increase in wages so long as such contributions do 
not exceed 5 per cent of wages; and that the Treasury Department has 
ruled that contributions toward group insurance are deductible as a 
legitimate business expense for income taxes. This latter argument was 
especially convincing to those employers whose profits made them subject 
to excess profit taxes, because it enabled them to provide an employee- 
welfare program with ten cent dollars; ninety cents of these dollars 
would otherwise have to be paid out in the form of excess profit taxes. 
In many cases employers yielded only to the extent of making a union- 
sponsored plan possible by granting payroll deduction of the premiums, 
but in most cases employers have been willing to contribute substantially 
to the cost. The trend toward full payment of all premiums by the 
employer is rapidly developing, either voluntarily or in deference to 
union demands. This trend started with local unions all of whose 
members were employed by one employer but soon spread to larger 
units involving several employers. 

This multi-employer group trend encountered two problems: one was 
in maintaining uniformity of coverage among the various employers 
of union members; the other was in providing coverage for members 
employed in plants having less than the number of employees legally 
required for group insurance. New York was the first state to solve 
both of these problems by the enactment in April 1943 of an act 
making eligible for group insurance the trustees of a fund established 
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and maintained by contributions of the employer members of a trade 
association for the sole benefit of the employees of such members. 
This legislation enables unions to negotiate with all employers in their 
respective trade associations. The usual arrangement is to get the 
employers to agree to contribute to the insurance fund a certain per- 
centage of base wages. Trustees are appointed to administer the fund 
and the insurance carrier as well as the amount and type of insurance 
is selected by the employers association, the union or the trustees, or 
more often by a joint committee of the association and the union acting 
with the trustees. Successful group insurance plans are being operated 
through trustees for various units of such unions as the Hosiery Workers, 
Textile Union, Garment Workers, Leather Workers, Jewelry Workers 
and several other important groups. Since the premiums are usually 
contributed on the basis of a percentage of payroll, the indemnity for 
loss of time is also often paid on the basis of a percentage of the 
insured’s employee’s base wages. 

*As an example, let us assume that a trade association has as its 
members 40 different employers who have from 20 to 200 employees 
each or a total of 4000 employees, all members of a union. After 
negotiations. between the union and the association, it is agreed that 
all employer members will contribute 244 per cent of their payrolls to 
a fund for the purpose of providing a group accident and sickness 
program for all employees. Trustees are selected to administer the 
fund and each employer pays his contributions to the trustees. A group 
plan is then selected that can be purchased for about that figure. Usually 
enough leeway is allowed to provide for the administration expenses of 
the trustees. First, the average base wage of the entire group, exclusive 
of overtime, is calculated or estimated; for example, $45 per week or 
$195 per month. If indemnity for disability is allowed on a basis of 
60 per cent of base pay, the average weekly indemnity is $27. Using 
standard manual rates of indemnity payable for 13 weeks, beginning 
with the first day for non-occupational accidents’ and with the eighth 
day for sickness, and assuming that less than 11 per cent of the employees 
are female or non-Caucasian and that 70 per cent of them have depend- 
ents, the cost might, be figured as follows: 


Coverage for Employees Monthly 
See UY SUIS win 5.0 055esnecdscedosusdauteesseevacesae $1.78 
FINN SUE WE a cde ccceccideciacascbeunt ose seussbesnsed 10 
$5 Daily hospital benefit (31 days) ..........ceeeecceececeeess 55 
$150 Maximum surgical schedule.............0sccseeseeeeeeees 40 

Total monthly premium for employees............+eseeeee $2.83 

Dependents Coverage—Compesite Rates 
C6 Daliy  Ranpltal : We... ois.c od issvienswenvedecvetscicdeccad $1.44 
$100 Maximum -surgical schedule.........0..seescceceececeeees 1.17 

Total premium for dependents...........cceeeeccceeeesces $2.61 


70 per cent of premium for dependents..............+++e+ $1.83 
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Since only 70 per cent of the employees have dependents, 70 per cent 
of the dependent rate is added to the employee rate which gives $4.66, 
the total monthly cost of the entire program per employee. This is 
reduced to a percentage of payroll as follows: 


1. 4000 employees at $4.66 per month...........ceeeeceeeees $18,640 
2. 4000 employees earning $195 per month............-.-+++ 780,000 
3. (1) + (2) gives a percentage of..........ccceee-eeacceee 2.4 


Either the payroll percentage must be adjusted to provide the premium 
necessary for the coverage desired or the coverage must be adjusted so 
that the premium will come within the percentage agreed on. In this 
case 21% per cent of payroll will provide an adequate amount. 

It will be noted that loss of time coverage varies withthe average 
weekly wage while all other coverages in the program are fixed. If the 
industry should encounter a slack period payroll would be reduced 
causing a corresponding reduction in premium. While this would reduce 
loss of time coverage proportionately, it would not reduce the carrier’s 
liability for hospital, surgical and dependents coverage. In order to 
avoid this contingency, as well as for convenience in accounting, some 
underwriters use a factor system for determining the monthly premium. 
Most union wage agreements are on an hourly basis for 40 hours per 
week. Hourly rates in a given industry might vary for example from 
.60 to $1.50. When the employer renders his monthly payroll report 
to the trustees, the hourly rate of each employee is shown. If indemnities 
and rates are based on the average hourly wage rate, the employee is 
assured of getting uniform weekly indemnity and the carrier is assured 
of getting the proper premium for the entire coverage even though the 
employee was not working 40 hours every week. In the example previ- 
ously given where the average weekly wage was $45, the average hourly 
rate would be $1.125. The total of all the hourly rates of 4000 employees 
would be $4500. In order to provide the required monthly premium, 
a factor of 4.143 is applied to the total of the hourly rates. Thus, if an 
employee should work only 20 hours in a certain week, instead of receiv- 
ing a premium based on 21% per cent of one-half his normal pay, the 
carrier will receive a premium of 4.143 times his hourly rate of pay. 
This will provide an adequate premium to take care of the fixed items 
of coverage as well as indemnity for loss of time. 

The inauguration by the government of the system of withholding 
income taxes from wages brought another problem to underwriters dur- 
ing the past year. The average amount withheld is almost 20 per cent 
of pay. With other deductions for War Bonds, insurance, union dues 
and other items, most workers take home somewhat less than 80 per 
cent of pay. Since insurance payments for loss of time are not subject 
to tax or any other deductions, an employee insured for 70 or 75 per 
cent of his income is actually insured almost 100 per cent on his “take- 
home” pay. The malingering that this situation encourages brought on 














GROUP ACCIDENT AND HEALTH INSURANCE 9 


increased loss ratios for many carriers until they could adjust their 
schedules to correct this overinsurance. Sixty per cent of actual pay 
is equivalent to about 75 per cent of “take-home” pay and basing 
indemnities on more than 60 per cent of wages under present conditions 
is hardly consistent with sound underwriting. While most underwriters 
were quick to recognize the effects of the withholding tax on the per- 
centage of insurance to wages it has been more difficult to get employees 
and unions to see the need for reducing this percentage. Some unions 
are still demanding insurance benefits as high as 75 per cent of actual 
wages. The loss ratios produced by this tendency toward overinsurance 
has caused many companies to withdraw plans providing first-day or 
fourth-day coverage and to insist on a full seven-day elimination. 

The increase in the size of groups brought about by wartime expan- 
sion of plants, consolidation of small risks under trusteeships and several 
other factors has caused an increased demand for guaranteed dividend 
formulas or retention agreements. The retention agreement written in 
connection with the group contract allows the insurance company a 
certain percentage of the total premium to cover acquisition cost, admin- 
istration expense, claim handling, taxes, printing, supplies, ete. If the 
total claims incurred do not absorb the remainder of the premium, the 
difference, or a large percentage of it, is returned to the insured. 
Companies accepting a low retention are somewhat in the position of 
operating on a fixed administration fee basis. A great many factors 
enter into the consideration of just what the carrier’s retention should 
be, but generally speaking the larger the case the lower the retention 
can be. It is only fair that the carrier should share to some extent in 
the profit or balance if any that accrues by reason of favorable experi- 
ence. If a deficit develops it is carried forward into the next year’s 
accounting so that no refund is made until the overall experience is 
favorable. Either the carrier must include in his retention a sufficient 
percentage for a reserve or an adequate reserve should be provided over 
and above the retention before refund is made. 

The tremendous increase in industrial accident and health group 
insurance has also been echoed in the growth of professional association 
group plans. These associations are usually written either under a 
master contract with certificates for each insured member or under 
individual policies with an endorsement or agreement making them 
non-cancellable as to the individual so long as the plan remains in 
force. The laws of some states do not provide for the writing of group 
insurance for professional associations under a master contract, and in 
a few states the use of the non-cancellable agreement on individual 
policies has recently been ruled discriminatory. Certainly no state should 
have laws so limited that organizations of professional] people should 
be denied the privilege of enjoying the efficiency and economy of 
group insurance. 

Professional group insurance differs from true group in a number 
of ways: 
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1. The coverage is occupational as well as non-occupational 
because professional men are not usually covered by work- 
men’s compensation insurance. 

2. Premiums are usually quoted annually or semi-annually 
instead of monthly, and must be individually billed since 
there is no possibility of payroll deduction. 

3. The participation requirement is usually 50 per cent in- 
stead of 75. 

4. The cost is somewhat higher than for true group because 
of lower participation, occupational hazard coverage and 
higher collection expense, but is still substantially lower 
than the cost of comparable protection sold on an indi- 
vidual basis. 

In other respects association group offers all the advantages of regular 
group accident and health contracts. 

Since wars cannot last forever the insurance industry is looking for- 
ward to the return of a peacetime economy. The transition period may 
bring many problems and disturbing influences but the tremendous 
momentum that group insurance has acquired during recent years will 
carry it through, and in the years that follow it will become more stable 
and more nearly universal than ever before. There will no doubt be 
increased pressure for further government aggression into the field of 
disability insurance, but such steps if taken will probably be confined 
to the lowest income bracket. Leaders in the group field are confident 
that with vision and incentive toward ever greater efficiency, the accom- 
plishments of group insurance are safely beyond the challenge of 
government competition. Means must be sought and will be found to 
provide the benefits of group disability insurance to every class of worker 
in every part of our country. Great steps have been taken. Great 
steps are ahead. 














LONG-TERM DISABILITY INSURANCE 


By I. 8. Fax 


Director, Bureau of Research and Statistics, 
Social Security Board * 


In the area of long-term disability insurance interest continues to 
focus on the development of social insurance. The principal current 
proposals are concerned with the expansion of the present federal old- 
age and survivors insurance program to include long-term disability 
benefits. Consequently, the chief problems and issues are concerned with 
the parts of a general plan rather than with the relations between un- 
coordinated or contrasting separate plans. 

Interest in long-term disability insurance persists and increases 
because loss of income through sickness or injury continues to be one 
of the major economic hazards among American families. It is estimated 
that on an average day there are about 7 million disabled persons in 
the United States. A little more than half of these have disabilities 
that are transitory in character and of more or less short duration; 
these are persons who have been disabled for less than 6 months. Among 
the 7 million however there are another 34% million whose disability 
has already continued for 6 months or more and for over 24% million 
of these disability has lasted for one or more years. These figures, based 
on data from the National Health Survey and other special studies of 
disability, refer to persons of all ages who, due to sickness, accident 
or congenital defects, are unable to engage in gainful occupation or 
to follow their otherwise normal pursuits. 

Social insurance against disability is not so much concerned with the 
risk of being disabled as with the risk of income loss resulting from 
disability. On this basis interest centers on the prevalence of disability 
in the potential labor force rather than in the whole population. For 
this purpose the potential labor force includes not only those who are 
working or seeking work but also persons between the ages of 14 and 64 
who, were they not disabled, would be working or seeking work. It is 
estimated that on an average day about 344 million persons from the 
potential labor force as thus defined are disabled. Of these about 114 
million have disabilities that have already lasted for 6 months or more, 
and for a million disability has already continued for one or more years. 

For most American households prolonged disability of the wage earner 
means that family income stops. At the same time outlays for medical 
care bring expenses that may be heavy and that are unpredictable in 
the individual case. Savings and other resources may be used up, and 
standards of living and of health care decline. Aside from mass un- 
employment in periods of economic depression, sickness and disability 

* The opinions expressed in this article are the author’s and do not necessarily 
represent the views of the Social Security Board. 

(11) 
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are the major causes of poverty and dependency in the United States. 
Numerous studies ' of relief families have shown that in years of normal 
employment as much as 50 per cent of all dependency is attributable 
largely, if not entirely, to disabling disease. 

Broadly considered disability falls into two major classes. It may 
be “acute” with early recovery probable; or it may be “chronic” and 
likely to continue until death. In the latter class are: (1) permanent 
or progressive impairments which are sequelae of acute and temporary 
conditions; (2) conditions attributable to the chronic diseases, with 
resulting impairments that may be minimal or extensive in degree, and 
either static or progressive in nature; and (3) disabilities resulting from 
injuries, such as loss of limbs or of sight. For disability insurance 
purposes certain other disabilities usually are treated as long-term, 
although they more properly might be described as “medium-term” ; 
these are “curable” in the sense that they may leave little or no per- 
manent impairment but the recovery period may be prolonged. 

For insurance purposes it is possible, and in many ways advantageous, 
to distinguish between types of incapacity on the basis of duration 
rather than on the basis of cause or prognosis. The dividing line between 
temporary and permanent disability insurance is set at 6 months’ dura- 
tion in a number of foreign social insurance systems and in the disability 
clauses of many commercial life insurance contracts in this country. 
Although such a demarcation is arbitrary, it has some obvious advan- 
tages for the development of program specifications, and it may be used 
for convenience—without advance commitment to its adoption. 

Insurance against the risk of disability might be provided—and in 
many countries has been provided—through two separate systems, one 
covering “temporary,” the other “permanent” (usually meaning long- 
continued) disability. In the alternative the disability risk may be 
treated as a whole, as an undivided unit. On the latter basis the sepa- 
ration between temporary, medium-term and long-term disabilities is 
discarded ; no discontinuities according to duration are assumed in the 
need for protection and the insurance is designed as a single system 
_ with minimal gaps in protection at or near an arbitrary duration point 

distinguishing one type of a disability from another. 

In this paper we shall not be concerned with the relative advantages 
and disadvantages of these alternative methods of insuring the disability 
risk. Nor are we concerned with the specifications for insurance against 
disabilities lasting less than 6 months. Also it is assumed in the dis- 
cussion which follows that social insurance provision for long-term 
disabilities should in any case be developed in conjunction with old-age 
and survivors insurance, both because of the similarity of the risks and 
because of the need for preserving insured status for old-age and sur- 
vivors benefits during periods of long-term disability. 

1 Summarized in Some Problems in the Formulation of a Disability Insurance 


Program, by Falk, I. 8., Reed, L. 8S. and Sanders, B. 8S. Law and Contemporary 
Problems, 1939, VI, 4, pp. 645-665. 
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Before proceeding to consider the rationale of specifications for long- 
term disability insurance, it is presumably necessary to indicate, in 
passing, that the need for protection through social insurance rests not 
only on the prevalence and social importance of the risk but also on 
the insufficiency and inadequacy of private purchase of protection. 

Only a fraction of American workers has substantial insurance protec- 
tion against permanent loss of capacity to earn, except for occupational 
injuries or diseases covered by workmen’s compensation. The occupa- 
tional causes account for probably only 5 to 10 per cent of long-term 
disability among persons in the labor force. Few workers can afford 
private insurance substantially covering the disability risk. 

There are about 9 or 10 million persons in the United States popu- 
lation who today carry some private insurance (other than waiver of 
further premium) against the risk of permanent disability.2 A rough 
estimate would indicate that about 5 million persons are covered by 
disability provisions in ordinary life insurance policies with a face 
amount of $15-$18 billion. Assuming monthly disability benefits of 
0.5-1.0 per cent of face value (with most of them at the higher rate) 
this means a potential total disability income protection probably within 
the range $140-$170 million per month. This form of protection has 
been declining since the writing of such insurance was curtailed or 
stopped by many leading companies. About 3.5 or 4 million persons 
have disability protection under group life policies of a face value of 
$5-$6 billion. It is impossible to convert these figures into a reliable 
equivalent in terms of potential monthly income protection. Assuming 
for present purposes a rate of two per cent per month, they are equiva- 
lent to a potential total disability income protection (though usually 
for limited periods) of $100-$120 million per month. In addition, there 
are about half a million persons covered under non-cancellable accident 
and health policies which provide potential monthly income payments 
of $40-$50 million.* In the aggregate the existing protection (with 
much of it of a type no longer being sold) is of the order of magnitude 
of $300 million in potential monthly disability income. The significance 
of these figures, large and impressive as they are, should be evaluated 
against $3-$5.4 billion per month wage and salary earnings taxable 
(e. g., used as the basis for insurance protection) in 1940 to 1944 in 
the present limited old-age and survivors insurance coverage, or $5-$7.4 
billion per 1 month that would have been taxable in recent years with 

2 
mat eee Se pemagbettins ad Der sade Seal a6 Sco te ee 
Social Security Board, as for Dec. 31, 1944. They” are presented only as rough 
approximations. 

* Not counting—in this summary of private insurance—about another half 
million with permanent disability protection under United States Government 
Life Insurance policies (World War I) with a face yalue of about $2.5 billion. 
Also not counting (a) several million who carry private insurance the 
risk of permanent disability due to accident only, with benefits pa: for life 


disability or (b) several million _ covered the of accident, 
oth tonedita payable for a limited od of time (of the latter a considerable 


proportion are also covered against the risk of disability due to illness as well). 
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the expanded coverage proposed in the Wagner-Murray-Dingell bill 
(S. 1161, 1943). Assuming average disability benefits equal to 33%-40 
per cent of average taxable wage, these figures indicate, for social insur- 
ance, potential monthly disability income protection of $1.0-$3.0 billion, 
or—roughly—three to ten times the estimated existing private coverage 
itemized above, with the lower end of this range probably unduly low. 

A few words should be added for the sake of completeness as to the 
extent of waiver of further premium provisions in life insurance policies, 
although such provisions—highly valuable for the preservation of life 
insurance—cannot be regarded as meeting the objectives of compensa- 
tion for disability wage loss. At the end of 1944 there were about 12 or 
15 million persons carrying ordinary life insurance policies with provi- 
sion for waiver of further premium in case of disability (including in 
this count many of the policies which also provide monthly disability 
benefits) ; this type of protection is apparently increasing roughly in 
proportion to the increase in total amount of insurance in force. Some 
2 to 3 million persons were covered by group life policies and some 
50 million by industrial insurance carrying the waiver of further pre- 
mium clause (and in the latter case, it should be mentioned, also 
carrying secondary clauses dealing with accidental injuries and other 
relatively infrequent causes of disability).‘ Limited as is the value of 
the waiver of further premium provision alone, it would be of sub- 
stantial significance as a supplementary protection if the worker and 
his family were assured of disability income benefits under insurance 
that provided broader protection. 

There can be no doubt that if the accomplishments of the long past 
are a fair index, individual or group purchase of private insurance 
protection against long-term disability does not of itself offer a solution 
for basic income protection for all or most of those whose livelihood 
and security depend on ability to work. 

What portion of this problem of long-term disability should be met 
through a governmental system of contributory insurance? If we accept 
the principles that: (1) long-term disability is a common risk; (2) pro- 
tection should be against earnings loss; and (3) benefits should be an 
insurance right, the self-evident answer is that the insurance system 
should cover all gainfully occupied workers. This would include the 
self-employed, for when long-term disability occurs the self-employed 
person is usually in no different status than the wage worker with 
respect to income from gainful work. 

A major policy question is concerned with the extent to which the 
disability insurance system should pick up cases of persons already 
disabled when the system is started. Considerations of cost and of 
administrative feasibility as well as of social equity are involved in the 
decision. Presumably there may be at the outset a large number of 

4 The 16 million National Service Life Insurance policies issued to members 
of the armed forces during this war also provide for waiver of further premiums 
after disability has lasted 6 months. 
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already disabled persons, and there will always remain at least a residual 
group of individuals who cannot qualify for disability benefits under 
a new social insurance provision. For them adequate public assistance 
should be available. But in planning the specifications for disability 
insurance we should have in mind covering as a minimum the major 
part of the risk which occurs after the system is adopted. 

It has sometimes been proposed that, at least at the outset, the dis- 
ability compensation program be confined to a limited age group—that 
is, the benefits be payable only to persons above some specified age like 
50, 55 or 60. Various reasons have been advanced in support of such a 
proposal.’ Upon inspection it is found that these proposals deal more 
truly with a special retirement plan—making retirement available prior 
to age 65 on proof of disability—than with a comprehensive disability 
insurance system. Such a limited scheme might meet the objective of 
dealing with pressures to lower the retirement age for men or women, 
and would assure disability income benefits for those becoming disabled 
in the 5, 10 or 15 years prior to the statutory retirement age. It would 
not however meet the need for protection among those who became 
disabled at younger ages, when family responsibilities are usually greater 
and when opportunity for accumulation of savings has been more limited. 
Moreover it would either leave untouched the need to preserve the old- 
age or survivor insurance protection of the younger disabled workers 
or else create the anomaly of adjudging that they are disabled, pre- 
serving their insurance status and yet giving them no income benefits. 
In the latter case, it would suffer from the same limitations and inade- 
quacies as insurance restricted to waiver of further premiums. It is one 
thing to relegate to public assistance those made dependent by disability 
before disability insurance is inaugurated ; it is quite another to follow 
the same course for most of those who will become disabled afterwards. 

While the incidence of disability increases with age, no inconsiderable 
share of the disability cases have their onset at ages under (say) 55. 
Indeed in from over-one-half to possibly three-fourths of the cases inci- 
dence may be expected to occur at ages under 55, depending on the details 
of the definition of disability and other specifications. Nor is the financial 
saving that would result from such an age limitation pertinent to the 
primary decision, unless it can be shown that society cannot afford the 
cost of a more comprehensive plan. Having no disability insurance at 
all costs still less—in direct outlays for insurance benefits—than the 
restricted scheme ; but the social costs are large, too. And whatever the 
administrative difficulties associated with younger or with higher ages, 
it is pertinent to note that private insurance—free to choose its field of 
operation—commonly elects to pay disability income benefits for dis- 
ability occurring prior to rather than after age 50, 55 or 60. On balance 

5 See, for example, Social Security, A Statement by the Social Security Com- 
mittees of the American Life Convention, the Life Insurance Association of 
America and the National Association of Life Underwriters, 1945, pp. 29-31. 
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we believe disability insurance protection should extend throughout the 
working lifetime. 

Various questions arise in reference to the definition of compensable 
disability. The problem is one of safeguarding the economics of the 
system on the one hand and on the other providing for the majority 
of workers a reasonable amount of protection against destitution in the 
event of prolonged disability. At one extreme compensable disability 
might be defined to include any disability which prevents employment 
at the worker’s usual or normal occupation; at the other extreme it 
might include only total or 100 percent disability. Both extremes have 
obvious shortcomings. One ignores the fact that some disabilities are 
partial and even though permanent do not preclude all gainful occupa- 
tion ; a worker should not in such circumstances become or be encouraged 
to become a permanent pensioner. The other fails to take into account 
that a 100 per cent disability requirement would be so restrictive that 
only a relatively small fraction of those who have been rendered socially 
and economically dependent would actually receive benefits. Somewhere 
between these extremes lies the desirable course. 

For temporary disability the -reasonable criterion of compensable 
disability should be inability to pursue one’s current, most recent or 
customary occupation. To deny benefits during brief periods of incapac- 
ity because the insured might be able to perform some other type of 
work would be unreasonable and socially wasteful. In the case of per- 
manent or long-term disability however a different criterion must be 
followed if productive capacity is to be utilized to its fullest extent and 
the cost of the program is to be kept within reasonable bounds. When 
disability has continued for a specified period—six months, if that is 
accepted as the dividing line between temporary and long-term dis- 
ability—the test should shift from that based on ability to continue in 
the current, most recent, or customary occupation to that of inability 
to perform any substantially gainful work. In applying this test con- 
sideration should be given to the previous training and experience of 
the insured and to the feasibility of retraining. The criterion should 
be such that, in a moderately active labor market, the person who is 
unable because of his disability to find and hold employment yielding 
substantial earnings would receive social insurance benefits. \ 

In connection with long-term insurance this line of reasoning suggests 
the adoption of a common-sense rule: that disabilities which result in 
a three-fourths or a two-thirds loss of earnings or earning capacity be 
regarded as compensable. Many other countries, with extensive social 
insurance experience, use such a criterion for arriving at an estimate 
of the extent of disability.‘ One of its advantages is that by measuring 
wage loss it avoids the involved, and often impossible, administrative 
task of attempting to measure the disability itself in physiological or 
anatomic terms. 


aa for ie ag The Evaluation of Permanent Incapacity for Work in 
Social Insurance. I. L. O., Series M, Report No. 14, 1937, 375 pp. 
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Whether residual earning capacity should be measured by reference 
to the individual’s past earnings, the customary earnings of persons of 
similar age and work history, the potential benefit rate or by reference 
to arbitrary dollar amounts presents questions to which there are no 
simple or unequivocal answers. The problem is further complicated if 
provision is made, as under the present old-age and survivors insurance 
system, to permit beneficiaries to earn small amounts without having 
their benefits suspended. An individual who is incapable of engaging 
in any substantially gainful work may nevertheless be able to find 
casual and part-time employment. It would appear socially desirable to 
disregard earnings in amounts up to specified limits in determining 
continued eligibility for permanent or long-term disability benefits. 

Whether long-term disability should be tested by a prognosis of per- 
manence—in addition to the tests of general incapacity and 6-months’ 
duration—presents another administrative question of moment. Certain 
illnesses are temporary in the sense that eventual and complete recovery 
is to be expected but they involve long periods of incapacity. In these, 
immeasurable personal and external factors are likely to affect the rate 
of recovery in the individual case. Physicians understandably are reluc- 
tant to accept responsibility for predicting duration of incapacity under 
such circumstances. If as seems probable there is no critical difference 
in potential costs for the insurance system, the administrative and social 
advantages are in favor of not requiring the test of permanence, relying 
instead on periodic reexaminations, rehabilitation provisions and other 
devices to clear the benefit rolls of those who become beneficiaries and 
later recover. 

In Great Britain disability insurance benefits for temporary and per- 
manent cases are handled with administrative continuity; the benefit 
amount is automatically reduced by one-half after payment of benefit 
for 26 weeks. Theoretically the change in criterion as to the severity 
of the incapacity, and the need for training or rehabilitation, is intended 
to begin as soon as there is indication that disability is permanent or 
likely to be long lasting. But in practice the shift in the criterion usually 
occurs at the end of the 26th week. There is much to be said for 
following the British practice, whether or not temporary and long-term 
disabilities are covered through the same insurance system. Rehabilita- 
tion measures however should be inyoked as soon as there is indication 
of the need and the disabled worker is medically ready for it. Timely 
attention may restore the worker to health or may prevent the develop- 
ment of a permanently disabling condition. The importance of early 
initiation of rehabilitation and continuity in rehabilitative training is 
one of the considerations which would argue for a unified disability 
insurance system rather than two separate systems for temporary and 
long-term disablements. To the maximum extent possible of course the 
social insurance agency should utilize the facilities for medical and 
vocational rehabilitation of existing agencies; but the responsibility for 








18 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


assuring the availability of such facilities to beneficiaries should rest 
on the insurance agency. 

It is generally agreed that for long-term or permanent disability only 
persons who have shown some substantial work history should be eligible 
for benefit. Such a requirement is necessary to preserve the principle 
of a contributory system and to avoid payment of benefits to persons 
whose employment histories would indicate that they are ordinarily not 
gainfully employed nor dependent on their earnings. It is tentatively 
proposed that a prospective disability pensioner should also satisfy a 
test of recent attachment to the labor force, in order to avoid benefit 
payments to persons who had in fact withdrawn from gainful work 
prior to the onset of disability. If long-term disability insurance is 
introduced as‘an extension of old-age and survivors insurance, the tests 
of long-continued and of recent employment, that is to say the defini- 
tions of “fully” and “currently insured” status, should be the same 
for the several risks. 

It is assumed that disability benefits should be payable until the 
person recovers, dies or attains age 65 and qualifies for transfer to old- 
age benefits. Periodic check-up obviously would be required to establish 
the continuance of the disability. Practical considerations would in- 
dicate that the frequency of recertification should be adjustable to the 
nature of the disablement. In some conditions improvement to a point 
of employability is so improbable as to make frequent recertification a 
waste of money and effort. In others, where recovery or improvement 
is not unlikely, or in cases where vocational retraining is in process, 
frequent reexamination would be necessary to protect the system. 

If the disability benefit is to furnish the American worker a reason- 
able safeguard against dependency it must be sufficient to assure at least 
subsistence to him and his family. To follow this principle and yet to 
deal equitably with workers who do and who do not have dependents, 
the device of a basic benefit supplemented by dependents benefits offers 
a solution among otherwise conflicting objectives. Moreover it is prob- 
ably the most economical method of gearing the disbursements to con- 
cepts of need and adequacy. The principle of providing primary and 
supplementary benefits has already been accepted in old-age and survivors 
insurance. There would be many advantages—in terms of understand- 
ability and rationale in the results on transfer from one benefit to 
the other in the event of death or attainment of age 65—in having the 
benefit for long-term disability computed according to the same formula 
as for old-age and survivors insurance. 

In planning the specifications for a disability insurance system, a 
decision must be reached as to the relation of the general system to the 
existing workmen’s compensation programs.’ Several potentially con- 

? For a more detailed discussion of this question see Falk, I. 8., Relationships 


of Proposed Social Security Disability Insurance to Workmen’s Compensation 
Systems. U. 8. Department of Labor, Division of Labor Standards, Bull. No. 46, 


Washington, D. C., 1941, pp. 40-51. 
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flicting objectives need to be weighed. On the one hand disability 
protection should be complete, with no avoidable gaps between multiple 
programs. On the other hand the responsibility of employers for work- 
connected accidents and disease—rooted, as it is, in common-law liability— 
should not be undermined, or it should not be shifted except as part 
of a considered public policy with respect to comprehensive social insur- 
ance coverage. Nor does it seem socially desirable to pay duplicate 
benefits to workers for the same earnings loss. One alternative, that of 
covering under disability insurance only non-work-connected disabilities, 
is ruled out if-a major objective is that of complete protection; one 
state still has no workmen’s compensation law and in many other states 
the protection afforded is very limited both as to occupational coverage, 
as 10 type of disability covered and as to duration of benefits. Another 
alternative would be to pay benefits under the general disability system 
only when the worker was not covered by workmen’s compensation. 
This arrangement would still leave unprotected the long-term work- 
connected disablements in most states because of arbitrary maxima on 
duration of workmen’s compensation benefits. Like the preceding alter- 
native it would also raise serious administrative problems as to when 
and by which agency determination of coverage, or of work-connection 
of the disability, was to be made. A more satisfactory alternative there- 
fore might be to pay disability benefits to all workers who meet the 
eligiblity tests of the disability insurance system but to reduce the 
amount of the benefit by the amount of any workmen’s compensation 
benefit the worker receives. Still a fourth alternative would be to pay 
disability benefits irrespective of any workmen’s compensation payment, 
possibly on the theory that the latter is in reality an indemnity payment. 
This e'!ternative would call for careful inspection as to its implications 
for costs and for other aspects of the program. 

- In advance of actual experience cost estimates for long-term disability 
insurance are necessarily tentative and approximate. The assumptions 
that are involved are concerned not with forecasts for a few years ahead 
(as in cash sickness or temporary disability compensation) but with a 
working lifetime ahead and longer (as in old-age insurance). In per- 
manent disability insurance with substantial eligibility requirements 
the costs are relatively small in the early years and they increase pro- 
gressively as the system matures. Moreover even crude estimates vary 
considerably according to the specifications of the contemplated program. 
Each major alternative in the definition of compensable disability, in 
eligibility requirements, in benefit rates and in other important variables 
has a corollary in the costs. Likewise questions of administrative prac- 
tice or organization, such as those relating to certification procedures 
and to the relationship between long-term disability and other social 
insurances, will affect the potential costs of the disability insurance. 
Also if foreign experience will prove to be applicable here, we may expect 
that the scope and effectiveness of rehabilitation measures will have 
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direct bearing on the number of disabled workers who when retrained 
will leave the system to become self-supporting in new occupations. 

Various cost estimates, falling within a broad range, have been com- 
puted at different times in, the past decade, using many alternative 
frameworks for the specifications. When the Advisory Council on Social 
Security was considering this subject in 1938, we estimated that a con- 
servative system would have annual disbursements of about 0.5 per cent 
of taxable payroll after 40 years. At the same time, the Consulti g 
Actuary developed a “low cost” 1980 estimate of 1.3 per cent and a 
“high cost” estimate of 2.4 per cent of taxable payroll for such speci- 
fications as, it seemed to him probable, the system would eventually 
approximate—regardless of its starting points.’ In our 1939 estimates,’ 
with somewhat more liberal specifications than had been used before 
(not greatly different from the Consulting Actuary’s “low cost” speci- 
fications of 1938), we estimated the eventual cost at about 1 per cent. 
In a systematic presentation of the cost factors,’* the Office of the 
Actuary has recently indicated that the eventual (year 2000) annual 
costs for permanent disability benefits integrated into old-age and sur- 
vivors insurance may fall within the range 0.5 to 2.6 per cent of taxable 
payroll, and the level premium costs within the range 0.4 to 2.1 per 
cent, depending on the alternative combinations of “high” and “low” 
assumptions as to general specifications and as to disability expectations. . 
In’ an interpretation of these diverse estimates it may be helpful if it is 
noted that an annual cost of about one per cent of payroll (after 15 or 
20 years) would support a combination of a disability experience yield- 
ing about 10 compensable days per insured worker per annum (not an 
inconsiderable volume of compensable disability) with an average benefit 
equivalent to 33%-40 per cent of average wage. 1 have taken such a 
cost estimate as an index that a socially worthwhile system of benefits 
for long-term disability can be had at even such a moderate premium 
cost. This would result from neither the most conservative nor yet the 
most desirable combination of statutory specifications and administra- 
tive practices. Considering many of the major variables involved, we 
have inclined to the view that the range 1-2 per cent of taxable payroll 
includes the most probable costs (the range is broad enough to include 
either the average annual disbursements at maturity or the level pre- 
mium cost) for a sound and desirable system. 

Whatever the costs of disability compensation, they should not be 
regarded as being primarily new expenditures. At present a substan- 
tial part of the relief and assistance expenditures made by federal, 
state and local governments and of the charity furnished by non-official 

8 Memoranda on the Extension of the Federal Old-Age Insurance System to 
Cover Permanent Total Disability (Prepared for the Advisory Council on Social 
Security), December 9, 1938. 

9 Op. cit., Law and Contemporary Problems, 1939, VI, 4, p. 665. 

1@ Bronson, Dorrance C., Old-Age and Survivors Insurance, 1943-44 Cost 
Studion, ae Studies, Nos. 19, 19 (a) and 19 (b). Social Security Board, 
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agencies and private individuals goes to families that have lost their 
economic independence because of disability. In large part the cost of 
disability insurance would be a substitute on an insurance basis for 
expenditures that are already being made. Viewed on a larger canvass 
the cost should also be measured against the social and economic 
values that would result from security, and a sense of security, against 
long-term disability. 











PREPAYMENT MEDICAL CARE ORGANIZATIONS 
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In spite of the fact that a relatively small proportion of the entire 
population is eligible for medical care of any type under prepayment 
medical care organizations, discussion of pending federal and state health 
insurance legislation has raised many questions. In addition to questions 
on the extent to which people of this country have sought protection 
from the unpredictable costs of illness through membership in voluntary 
health insurance plans, discussion also centers on the medical personnel 
now associated with these plans, the extent to which more or less com- 
prehensive medical services are provided, the restrictions on membership 
which the plans have found it necessary to impose to guard against 
adverse selection and the recent trends in industrial and medical society 
plans. This paper attempts to summarize recent information on these 
points. 

The war has had a pronounced effect on prepayment medical care 
organizations. The recruitment of doctors, dentists, nurses and labora- 
tory technicians for the armed forces and the resulting shortage among 
practitioners left to care for the civilian population have forced existing 
organizations to discourage use of their facilities except for the more 
serious conditions, have made it impossible for some organizations to 
accept new members and have postponed the establishment of many 
proposed new plans. 


MEMBERSHIP, MEDICAL PERSONNEL AND FACcILitties, 1943 


Five groups of prepayment medical care plans providing medical 
service, with or without hospitalization, may be distinguished: indus- 
trial, medical society, private group clinic, consumer-sponsored and 
governmental. The oldest and largest are the industrial plans, financed 
in whole or in part by industry or entirely by employees. The second 
most important group in terms of numbers covered comprises the plans 
sponsored by medical societies. A study in the spring of 1943' based 
on information for 214 plans showed a total membership of 3.3 million 

* The opinions expressed in this article are those of the writer and do not 
necessarily represent the views of the Social Security Board. 

1Klem, Margaret C., Prepayment Medical Care Organizations, 2d ed. Wash- 
ington: United States Government Printing Office, June 1944, 130 pp. (Social 
Security Board, Bureau of Research and Statistics Memorandum No. 55.) See 
this publication also for additional details which it was not practicable to 


include in this aoe. 

The study, which relates mainly to the first half of 1943, excludes members 
of Blue Cross and other prepayment plans designed solely for meeting the 
costs of hospitalization; members of medical care plans of the Farm Security 
Administration; students in colleges and universities who received medical care 
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people, of which 2.4 million or nearly 72 per cent were members either 
of industrial or medical society plans (Table I); 15 per cent were 
members of private group clinic plans, that is, organizations owned or 
managed by one or more physicians who as a rule have no separate 
private practice. The consumer-sponsored plans—organized by the sub- 
scriber with services usually provided by salaried medical personnel— 
had only about 6 per cent of the total. Tax-supported and contributory 
governmental plans accounted for only 7 per cent of the total. 


TABLE I 
PREPAYMENT MEDICAL CARE PLANS 


PERSONS ELIGIBLE FOR CARE, COOPERATING PHYSICIANS AND NURSES, AND 
BEDS IN OWNED OR CONTROLLED HOSPITALS, BY TYPE OF ORGANIZATION 


Number Number Number of 
Type of of Organi- Total Number of of Hospital 

Organization zations Membership Physicians Nurses Beds 
TORRE: vncehccedsa'e 214 3,320,408 * 32,143 2,148 6,003 
Tadustvial.. ....605%.. 113 1,425,325 6,529 1,471 4,255 
Medical society ...... 35 972,467 20,290 46 owe 
Private group clinic.. 24 490,980 761 314 799 
Consumer-sponsored .. 30 188,341 3,815 195 745 
Governmental ....... 12 243,295 748 122 204 


*In addition the membership of 55 organizations may be served by local 
physicians; the number of physicians is unknown. 

Source: Prepayment Medical Care Organizations, Social Security Board, 
Bureau of Research and Statistics Memorandum No. 55. (Data relate mainly 
to the spring of 1943.) 


No reliable estimates are available to indicate the number of physicians 
and nurses now associated with group medical care plans. In 1943 
32,000 physicians, or nearly one-third of all those in the United States 
engaged wholly or partly in private practice in the last pre-war year, 
were giving care or had indicated their willingness to give care to the 
3.3 million persons then belonging to the plans studied. Of this number 
836 were employed on a full-time salaried basis, about 6,500 on a part- 
time salaried basis and about 25,000 had agreed to accept payment in 
accordance with a fee schedule and to give service in office, home or 
hospital, according to the terms of the contract, when requested by the 
patient. In addition an unknown number of physicians in 55 com- 





through the organized student health services of these institutions; members of 
the armed forces, and to some extent their dependents, who receive medical care 
from the medical departments of the Army, Navy, U. 8. Public Health Service 
and the like; veterans eligible for care through Veterans Administration facili- 
ties; persons eligible for care furnished under workmen’s compensation laws; 
persons receiving only cash sickness benefits under arrangements for wage-loss 
compensation or medical indemnity through commercial insurance, industrial 
plans or the Rhode Island program for industrial and commercial workers; 
recipients of public assistance in Kansas covered by a prepayment medical care 
plan; and public assistance recipients in other states which may provide for 
costs of medical care in determining the assistance payment. 
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munities had agreed to give service under the plans. More than 500 
of the physicians employed full time and about 90 per cent of the part- 
time physicians were associated with industrial plans. Of the 25,000 
physicians who participated as private physicians more than 20,000 
belonged to medical society plans. In these plans, if funds are insuffi- 
cient to pay for services in accordance with a fee schedule, the physicians 
accept a lower, prorated amount. 

More than 2,000 full-time registered professional nurses were employed 
by the organizations included in the study and in addition others pro- 
vided special nursing service when the need arose. Nearly 1,500 of the 
nurses employed full-time were in industrial plans. Practically all 
private group clinics employed nurses and they accounted for over 306 
of the total. Medical society plans have few nurses associated with 
them since in most instances the service is provided by physicians in 
individual practice. 

About 22 per cent of the organizations studied owned their own hos- 
pitals or had arrangements whereby a total of about 6,000 hospital beds 
were available for the care of their membership. Industrial plans had 
more than 70 per cent of the beds, private group clinics 13 per cent 
and consumer-sponsored plans 12 per cent. At the time of the study 
no medical society plan owned a hospital but as a result of the war a 
hospital has been erected by the King County Medical Service Bureau 
in Seattle, Washington. The influx of war workers has caused a serious 
shortage of hospital beds in that city. To relieve the shortage the Bureau 
received a grant of $665,000 from Lanham Act funds to assist in the 
construction of a 200-bed hospital. The local medical society plan uses 
about 80 of the hospital beds and the remaining beds are available for 
other patients.* 


MepicaLt SERVICES PROVIDED IN 1943 


What medical services are provided by prepayment medical care plans 
and what are the recent changes in the type of service provided? They 
vary greatly in scope and combination of services provided. Many dif- 
ferent limitations are placed on the amount of care furnished, some 
limiting the money value of the service that will be given for a single 
illness or during a year, others making a separate charge for the first 
or all home calls or for the first one or two visits received in each 
illmess. Some include care of maternity cases after a specified waiting 
period, others exclude it. The newborn are cared for in some plans and 
not in others. Almost all limit the number of days of hospital care 
provided and exclude care for tuberculosis, nervous and mental diseases 
and preexisting conditions. In 1943 physicians’ care in the office, home 
and hospital was available to about 70 per cent of all persons eligible 
for care under the 214 plans studied. A large majority of these persons 

2 ‘* Annual Conference of Secretaries and Editors of Constituent State Medical 


Associations.’’ Journal of the American Medical Association, Vol. 127, No. 3 
(January 20, 1945), pp. 165-169. 
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were also entitled to receive hospitalization under their membership 
contracts. At the other extreme the only physicians’ service available 
to about 19 per cent of the total membership was care for surgical cases 
in the hospital. 

The extent to which physicians’ services and hospital care are avail- 
able varies with the type of plan. In general governmental and industrial 
plans and private group clinics tend to provide relatively complete 
service. The consumer-sponsored plans as a rule provide complete 
physicians’ services and in 1943 about two-thirds of the persons covered 
were also eligible for hospitalization. In contrast less than 30 per cent 


TABLE II 
PERSONS ELIGIBLE FOR SPECIFIED SERVICES UNDER PREPAYMENT MEDICAL CARE 
ORGANIZATIONS, BY TYPE OF ORGANIZATION 


[Based on 214 organizations furnishing data in 1943] 




















Per Cent or Persons ExIcisze ror 
Puysicians’ SERVICE 
Persons E1icisiz 
ron Carg 
At home and 
Tyre oF OncanizaTion office ; and in In hospital only | pospy- 
hospital for | 4) home penn 
= - 
Medical! vedical| only | Medicl! surgical| 
Number Per Cent surgical = surical ~ 4 
TORR on Scewedivesee 3,320,408*| 100.0*| 68.9) 1.0 2.8 5.2 | 18.7 | 73.5 
Industrial .......... 1,425,325+/ 100.07) 82.5| 0.3 5.4 0.6 3.2 | 92.6 
Medical society: 
Washington and 
Oregon ........ 230,147 | 100.0 | 100.0) — — —_ — | 100.0 
Other States ...... 742,320 | 100.0 9.4) 0.4 — | 12.7 | 775 | 12.2 
Private group clinic..| 490,980 | 100.0 | 81.6} 5.0 — | 13.4 — | 90.6 
Consumer-sponsored..| 188,341 | 100.0 | 89.3) 0.8 7.5 2.0 0.4 | 59.8 
Governmental ....... 243,295 | 100.0 | 100.0; — —_— _ — | 100.0 





























* Includes 114,253 persons, 3.4 per cent eligible for hospitalization only. 
+ Includes 114,253 persons, 8 per cent eligible for hospitalization only. 


Source: Prepayment Medical Care Organizations, Social Security Board, 
Bureau of Research and Statistics Memorandum No. 55. (Data relate mainly 
to spring of 1943.) 


of the members of medical society plans in 1943 were eligible for rela- 
tively complete care, and for more than 56 per cent the care was limited 
to physicians’ services in the hospital for surgical cases. 

In any discussion of medical society plans those in Washington and 
Oregon warrant separate treatment. In comparison with medical society 
plans in other states, the plans in these two states give relatively com- 
plete service, including hospitalization and physicians’ service in the 
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office, home and hospital. Because of their close association with indus- 
try these plans are much more like the industrial plans than the medical 
society plans which later developed elsewhere; only a few persons 
belonging to medical society plans in other states are entitled to service 
as comprehensive. 

In California in 1943 the membership was about equally divided 
between those eligible for relatively complete care and those entitled 
only to physicians’ care for medical and surgical cases in the hospital. 
In Michigan, at the time of the study, the service provided was restricted 
to care of surgical cases in the hospital. In other states the membership 
was about equally divided between plans which provide for care of 
medical and surgical cases in the hospital and those restricted to the 
care of surgical cases. 


RECENT DEVELOPMENT OF Mepicat Society PLANS 


Since the 1943 study there has been a large increase in number of 
plans and number of persons eligible for care in the plans sponsored 
by medical societies. According to reports from the medical society 
plans their total membership as of December 1940 was about 281;000; 
by the spring of 1943 it had increased to approximately 973,000. Reports 
on membership as of January 1945 are available for Washington, 
Oregon, California and Michigan. The membership in other states as 


of July 1944 was reported to be 409,500. If an increase in member- 
ship of 50 per cent is assumed between that date and January 1945 in 
these states the total’ membership in medical society plans in all states 
as of January 1945 was 1.8 million (Table ITI). 


TABLE III 
MEDICAL SOCIETY PLANS 
NUMBER OF PERSONS ELIGIBLE FOR CARE, BY STATE, 1945, 1943 anp 1940 


January 1945 December 1940 
State (estimated ) Spring 1943* (estimated) 
973,000 281,000 


Washington 135,000 100,000 
Oregon 95,000 85,000 
California 103,000 20,000 
521,000 66,000 
119,000 10,000 


*Source: Prepayment Medical Care Organizations, Social Security Board, 
Bureau of Research and Statistics Memorandum No. 55. 


Except in Washington and Oregon, medical society plans usually 
provide services to dependents of subscribers. The Board of Trustees 
of the Washington State Medical Association for some years has con- 
sidered extending medical and hospital care to the families of workers 
now covered. They have estimated that if the coverage were extended 
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to families of workers now covered a total of about a million people 
would be eligible for care in that state.* 

Medical society plans are now in operation in 20 states. In 16 of 
these states ‘ the plans have been in operation for some time (member- 
ship in the 35 plans in these 16 states is shown in Table I), while the 
organizations in the other 4 states are less than a year old and are in 
the process of enrolling their initial membership.‘ 

In 20 other states medical society plans are reported as being in the 
process of development or study. In 10,* committees of the state or local 
medical societies are studying the provisions of plans in operation in 
other states and formulating definite proposals to submit to their Houses 
of Delegates. In 8 states plans have been recommended,’ including a 
surgical plan in Nebraska to cover Omaha and Douglas counties ; articles 
of incorporation have been filed with the Nebraska Insurance Depart- 
ment and arrangements made for cooperation with the Blue Cross in 
sales and business management. Indiana and Oklahoma expect to have 
state-wide plans in operation early this year. In the 2 remaining states 
in which medical societies are studying prepayment plans, Minnesota 
and Rhode Island, results of a poll of public opinion will be used to 
guide future plans. 

Much of the recent development in medical society plans has been in 
close cooperation with the Blue Cross hospitalization plans. In 1944 
15 medical society plans operated either in conjunction with Blue Cross 
or received its cooperation in enrollment and administrative procedures. 
Frequently the Blue Cross offices, executive director, business manager 
and sales force provide all administrative services for the medical society 
plans. In 1944 12 of the 15 medical society plans associated with the 
Blue Cross had the same director or secretary-treasurer ; 13 used a joint 
plan for collecting dues; and all had arrangements whereby their con- 
tracts were sold by the Blue Cross or by a joint acquisition commission. 
On February 10, 1945 the members of the Medical Service Plans 
Council of America met in Chicago to effect a formal organization of 
all voluntary non-profit medical service prepayment plans organized by 
local, county and state medical societies.* The great majority of those 
present were Blue Cross plan directors who also administer medical 
plans, and heads of medical plans coordinated with Blue Cross hospital 
service plans. Dr. Morris Fishbein in addressing the group “encouraged 

3 ** Medical Care for Workers’ Families,’’ Northwest Medicine, Vol. 44, No. 1, 
(January 1945), p. 27. 

4 California, Colorado, Delaware, Massachusetts, Michigan, Missouri, New 
Jersey, New York, North Carolina, Ohio, Oregon, Pennsylvania, Texas, Wash- 
ington, Hawaii and Puerto Rico. 

5 New Hampshire, Virginia, West Virginia and Wisconsin. 

6 Florida, Iowa, Kansas, Kentucky, Louisiana, Maine, Maryland, North 
Dakota, South Carolina and Tennessee. 
an — of Columbia, Georgia, Illinois, Indiana, Nebraska, Ohio, Oklahoma 


8 “Medical Service Plans Council Seeks Joint National Action,’’ Blue Cross 
Bulletin, Vol. VIII, No. 3 (March 1945), p. 7. 
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those present to do their best to aid medical service plans to grow, to 
coordinate activities and to attain financial soundness.” 


Recent TRENDS IN INDUSTRIAL PLANS 


Shortages of manpower and the need for increased efficiency of avail- 
able workers have made employers increasingly aware of the value of 
readily accessible medical care for their employees. Widespread discus- 
sion of the Kaiser Company’s prepaid medical care plan and the medical 
services provided to the employees of such companies as Jack and Heintz 
have further increased industry’s interest in these plans. 

Plans financed solely by employers cover relatively few persons: less 
than 8 per cent of the total membership of industrial plans. This type 
of plan probably will not increase rapidly after the war, because of the 
advantage to be gained through financial participation of workers such 
as an increased interest in the management of the plan and the more 
intelligent use of its service. Plans financed jointly by employer and 
employee accounted for about 41 per cent of the total membership in 
industrial plans while the remaining 51 per cent were in plans in which 
the entire cost was met by employees. 

It seems likely that industrial medical care plans in the future, how- 
ever financed, will continue to provide services through medical staff 
and facilities that are also used for workmen’s compensation cases. At 
the time of the study 81 per cent of persons eligible for care in all types 
of industrial plans were being served by medical staffs that also gave 
care to workmen’s compensation cases, for the larger plans in terms of 
enrollment are those which combine their facilities for industrial and 
non-industrial cases. Only 34 plans or 64 per cent of those financed 
jointly by employers and employees used a joint staff for both types of 
cases but they had 87 per cent of the membership in such plans. Of the 
plans financed by employees about 40 per cent had a joint staff but they 
had 74 per cent of the membership in this type of plan. A large per- 
centage of the physicians and nurses and all hospital beds in industrial 
plans were in plans providing joint facilities for industrial and non- 
industrial cases. 

What is the difference between the types of medical services provided 
when the employer bears all the cost and when the plan is financed 
entirely by the employees? When the employees either share in the 
costs or bear the entire cost the plans provide for physicians’ services 
in the home, office and hospital, and usually afford protection against 
the costs of hospitalization as well. More than 90 per cent of the persons 
eligible for care in jointly financed plans are eligible for comprehensive 
services from physicians and the great majority are also eligible for 
hospitalization. In the plans financed by employees alone 94 per cent 
of the members have physicians’ services and 92 per cent also have 
protection against hospital costs. Only 73 per cent of those eligible for 
care in non-contributory plans are entitled to physicians’ services in the 
home, office and hospital and to hospitalization. The limited plan of 
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one firm for hospitalization and surgical care in the hospital however 
accounts for an additional 19 per cent of the total, while the remaining 
8 per cent receive physicians’ care in the home and office only. 

In recent years employees have displayed an interest in a larger 
representation in the management of the industrial medical care plans. 
The recent decision with respect to the Southern Pacific Hospital Depart- 
ment is of interest. This is one of the oldest industrial prepayment 
medical care plans, in operation since 1867. It is financed by the 
employer and the employees and the medical staff gives care to both 
industrial and non-industrial cases. Recently under a unanimous arbi- 
tration award* a majority voice in the management of the hospital 
department was given to the employees. During the argument it was 
stated that no serious fault had been found with the service rendered 
by the hospital and there was no suggestion that the company’s manage- 
ment had not been in the employees’ best interests but the employees 
asked for representation on the board of hospital management in accord- 
ance with the proportion of the finances which they contribute. It was 
stated that the railroad workers had paid $25 million in the form of 
wage deductions for the ‘hospital’s support during a period in which 
the company had contributed only $1.5 million. The award also ordered 
a substantial increase in company contributions for on-duty injuries. 


MEMBERSHIP RESTRICTIONS 


Nearly all prepayment medical care organizations have found it neces- 
sary to have membership restrictions to prevent the adverse selection 
usually associated with voluntary insurance arrangements. Virtually all 
exclude care for mental and tuberculous cases and pre-existing or chronic 
conditions. Some have established qualifying periods before a member is 
eligible for certain types of care, many have restrictions relating to age 
and sex and many also require entrance physical examinations. Some 
plans exclude persons having incomes above a certain amount; others 
with no income restrictions permit physicians to make an extra charge 
for services to persons above a specified income level. 

An entrance physical examination was the most common restriction 
in prepayment plans at the time of the study, particularly in industrial 
plans. The fact that industrial plans in companies that required physical 
examinations prior to employment were included in the total may in 
part account for this finding. Of the 113 industrial plans included in 
the study only 31 required neither a pre-employment examination nor 
an entrance physical examination; 37 required an entrance physical 
examination but no pre-employment examination; 45 required a pre- 
employment examination which in 39 also served as an entrance exami- 
nation for the medical care plans. If membership in these plans were 
compulsory and if the dependents of the subscribers were also included, 
the coverage would probably be large enough to permit the plans to 


® Transcript of Proceedings of Arbitration Board, etc., National Mediation 
Board Docket No. A-1653, Arh °° Vol. 19. 
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eliminate this requirement. None of the medical society plans except 
those in Washington and Oregon require entrance physical examinations. 

Age restrictions also could probably be removed if the coverage were 
broad enough. Among the 71 industrial plans that give care only to 
employees only 14 have age restrictions, perhaps due to the inherent 
age restriction in industrial plans that limit their care to employees. 
Among the 42 industrial plans providing care for employees and their 
dependents 17 have age restrictions, the majority of which apply to 
children. Only 6 of the 15 medical society plans in Washington and 
Oregon impose age restrictions while 15 of the 20 in other states impose 
some type of age limitation. 

Heated discussion, particularly in the formative stages of the medical 
society plans, has centered on the question of the appropriateness of an 
income restriction. At the time of the study only 2 of the 15 medical 
society plans in Washington and Oregon had income restrictions, while 
half of those in the other states limited their membership to income 
groups below some specified level. In 5 medical society plans subscribers 
were accepted regardless of income but the contract stipulated that the 
physicians might make an extra charge if the family income exceeded a 
specified amount ; in 2 plans the physician was allowed to make an extra 
charge if the patient had a private room in the hospital. In 1943 less 
than 10 per cent of the industrial plans had any type of income restriction. 

When medical care plans are being developed for an industrial firm 
are executives and the higher-income groups denied membership? Lately 
there has been a tendency to abolish the income restriction and to sub- 
stitute the provision that physicians may require a separate fee for 
services to persons in families with incomes above the specified amount 
or to those using an expensive type of hospital accommodation. 


NURSING AND DENTISTRY IN PREPAYMENT PLANS 


Many nurses and dentists are considering the possibility of more active 
participation in prepayment medical care organizations. A number of 
plans intend to increase their staff of nurses as soon as the present 
wartime shortage is relieved. Nurses will be used primarily to screen 
the requests for home calls, to give bedside nursing and instruction in 
the home, to hold prenatal classes for young parents and to explain 
proper use of services available. The experience of organizations that 
have used the services of nurses extensively indicates a definite advantage 
in expanding nursing service in prepayment plans to include special 
nurses and visiting nurses.’® 

A few prepayment organizations now provide fairly comprehensive 
dental services but as a rule dental care is limited to one or more of 
the following: extractions, X-ray, prophylaxis, examinations. In 1943 
about half the persons eligible for medical service in the 214 plans 
studied were also entitled to some type of dental service on a prepay- 


1@Klem, Margaret C., ‘‘Is Prepaid Nursing Care Possible?’’ American Jour- 
nal of Nursing, Vol. 44, No. 12 (December 1944), pp. 1154-1160. 
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ment or reduced fee basis. Various medical care organizations are 
already working on plans to provide on a prepayment basis the dentistry 
needed to keep the mouth in condition after all essential work has 
been done at the patient’s expense. Prepayment for dental care will 
doubtless be a field for considerable experimentation when more dentists 
are available. 
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NON-PROFIT HEALTH SERVICE PLANS 


By E. A. van STEENWYK 


Executive Director 
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Hospita! and medical insurance is now offered on either a cash 
indemnification basis by insurance companies under which the insured 
is paid certain sums in the event of defined contingencies, or on a 
service basis by hospital and medical plans in which the insured is 
provided the services designated in his contract by the professional 
men and institutions offering health services. 

Blue Cross non-profit hospital service plans have thus far generally 
limited their coverage to the hospital bill. In doing this they acknowl- 
edge that hospitalized illness represents one-half the nation’s total medical 
expense, that of this expense the hospital bill is the most acute financial 
problem for patients and that it is the easiest part of medical expense 
to insure. A few Blue Cross Plans are now operating not solely as 
hospital plans but as community health plans, insuring subscribers 
against both the hospital and medical bill. 

Cash indemnification has a place in health insurance but the current 
emphasis is on service contracts. This is indicated by the polls of public 
opinion, the health insurance plans under way, the activities of various 
governmental agencies and the proposals before Congress. While no one 
can say what America is going to do about health insurance, whether 
it will be on a government basis with compulsory payroll deduction, on 
a voluntary basis or a blending of these two, one can say that a sick 
man needs health service—not money, unless it is on an unlimited basis. 
There appears to be general agreement that of the two methods of pro- 
viding health insurance the service contract method is favored if the 
practical problems of organizing the services offered can be overcome. 

So far the plans offering service contracts are either associations of 
employees of a given concern (Henry Kaiser, the Endicott Johnson Shoe 
Company, the Standard Oil Company of Louisiana, the Northern-Pacific 
Railroad) or non-profit community-wide agencies set up by hospitals 
and doctors to offer their services on a pre-payment basis, such as the 
Blue Cross Hospital Plans, and more recently medical society-sponsored 
medical plans. In either case health insurance plans offering service 
contracts are associations of the insured and those who provide health 
services on a mutual basis. Most are non-profit corporations, operating 
under special enabling laws which grant them certain advantages in the 
way of tax exemptions. 

The chief characteristic of these plans is that service is available to 
the extent it is needed without imposing the restrictions of a limited 
number of dollars per day. Since no one knows when he will need care 
or the amount of money that will be required for the procedures deemed 
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necessary by his doctor, this is of course an important consideration. 
The additional fact that 35 per cent of all hospital cases are for stays 
of six days or less (during the period when hospital costs are highest) 
makes most indemnity schedules inadequate to meet such costs. Also 
under the service plan, insured persons are saved the necessity of paying 
their bills, then being reimbursed by the insurance company after sub- 
mitting proof of loss. 

Much has been done using the simple methods of community plans. 
More than 17,000,000 persons are enrolled in the hospital service plans 
approved by the American Hospital Association and entitled to use 
the Blue Cross insignia. There are now 82 such plans in the United 
States and Canada. Such plans operate in 42 states having more than 
110,000,000 people. Hospitals with more than 90 per cent of all non- 
government beds are now enrolled in Blue Cross Plans. This phenomenon 
is unique—not only in the history of our own country but in the history 
of the world. Never before has a voluntary health insurance program 
grown so rapidly and obtained public favor in so short a time. 

In addition to the 17,000,000 enrolled in Blue Cross, approximately 
1,500,000 subscribers have been enrolled by medical service plans oper- 
ated in conjunction with Blue Cross. These subscribers duplicate Blue 
Cross subscribers, but if we add those protected under indemnity insur- 
ance plans, company or employee associations and cooperative plans, 
there are now in the United States upwards of 25,000,000 beneficiaries 
under health insurance of various kinds. 


UNDERWRITING, TRENDS AND ISSUES 


The experience’ of no segment of this business is conclusive, partly 
because of its short duration, partly because of the tremendous changes 
which have recently taken place in the practice of medicine and the 
health habits of people. Yet the review of certain facts that have become 
apparent may be helpful. 


(1) Health services are costly. There is no easy way to pay the health 
bill of the American people if a reasonable standard of care is to be 
maintained, We may quarrel with the methods used in the distribution 
of medical care, saying that it is inefficient and wasteful. The principles 
learned by business in mass production and modern merchandising have 
an application to the distribution of medical care. Many such principles 
are already in use. But the complexities of producing and merchan- 
dising medical care and maintaining standards do not lend themselves 
readily to known techniques. 

Basically, hospital and medical service plans should work toward the 
development of a system of providing care in which the hospitals, 
doctors, dentists and nurses are better off in the degree that those who 
are insured are well, not sick. Everyone will agree that emphasis should 
be on the kind of system which will make this possible. This cannot be 
done, however, in jig time. The obvious shortcut in the development 
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of such a system is of course for the health plan to own the facilities 
and hire the personnel. This has been suggested as a federal responsi- 
bility, the hospitals and clinics to be organized and controlled by the 
state; it is currently illustrated by privately owned clinic plans under 
which the clinics agree to provide all necessary service for an annual 
fee. So far neither proposal has proven attractive to the professions 
involved or to the potential subscribers or beneficiaries. 

(2) Women use more care when protected by these plans than men. 
This is true for any age group and for women in any type of work. 
This suggests one of the first questions in underwriting: who shall be 
eligible to coverage: only those who are known to require little care? 
If so, and if the imsurer chooses only the risks he desires, is this a 
problem with public implications? A second and corollary question 
suggested is the extent of coverage. If the insurer has the right to 
limit his coverage to exclude diseases peculiar to women for instance, 
is this not private business and not a matter for public concern? 


(3) Claim experience varies with the knowledge of insured persons 
of modern medicine. Thus nurses, school teachers, ministers, medical 
men and social workers use hospital and medical care more frequently 
and to a larger extent than the employees of a steel plant, ship yard, 
coal mine or cigar factory. Part of the reason for this variation lies in 
variations in age and sex distribution, proportionately more women and 
older persons being employed in the first category than in the second; 
part is due to economic considerations, the employees in the first category 
not being docked for the days spent in hospitals or the hours spent 
in doctors’ offices. Much of the difference between utilization of care 
between the two groups however is the result of a cultural lag which 
does not remain constant. Many people are still afraid of doctors and 
hospitals and will go to them only under the direst of circumstances. 
These however are being taught to seek medical care by public health 
work and the health education campaigns increasingly undertaken by 
large industries. Insurance against the costs of illness and better wages 
are also beginning to quicken this latter group’s demand for care. 


(4) Older people require more care than younger. While older people 
appear to need hospital care less frequently they stay for longer periods. 
The older people become the longer nature requires to heal the effects, 
of accident or disease and the more money it costs to effect a cure. 


(5) People need more care after they leave their place of employment 
than the same people needed as employed persons. Whether such workers 
lose their jobs because of poor health or for other reasons, they use 
more care after leaving the job and it requires more money to keep 
them well. The experience of these persons in Blue Cross Plans of 
course includes only those who elect to continue their coverage, and is 
therefore not adequate. Nonetheless, most plans report that those who 
leave their places of employment require from 144 to 4 times the amount 
of. care as those employed. If coverage is to be provided the ways of 
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meeting this cost must be taken into account in setting up underwriting 
and administrative policies. 

(6) Obstetrical care is a significant part of the cost of any health 
insurance plan; as much as 25 per cent of all hospital or medical ez- 
penses are made for this purpose. The day of home delivery and 
midwives is over. In Philadelphia more than 90 per cent of all births 
are in hospitals. This is equally true in every metropolitan area. Whether 
or not the family can pay, it seeks hospital care for mother and child. 
Again the insurer has the right to exclude obstetrics, and there is a 
fair justification for excluding it since most families know whether they 
intend to have children, and there is in addition 6 to 8 months’ time 
to plan for this expense. Yet health insurance which makes no provision 
for maternity care would be inadequate. It is a part of the health 
insurance coverage that subscribers want and will pay for and its provi- 
sion and cost must be considered. 


(7) Subscriber rates determine both the degree of participation, 
within a community and the utilization of benefits. If the price is too 
high only those better able to pay or those most likely to use the service 
will buy. These latter applicants will agree to pay anything less than 
the medical costs they anticipate. Rates are themselves a significant 
factor in obtaining reasonable selection of risk. 


(8) The scope of the benefits affects utilization. If coverage is inclu- 
sive, both as to conditions and services, the invitation to use the services 
is taken up by those protected. While this suggests that to save money 
a health insurance plan might skimp on benefits, Blue Cross Plans have 
consistently liberalized benefits because it is also true that absence of 
limitations invites the subscriber to use the service early in his illness 
and minimizes long-time and more difficult cases. Inadequate benefits 
only result in disillusionment among the subscribers and in the loss of 
subscribers and thus higher costs to the plan. The Blue Cross Plans’ 
trend toward inclusiveness meets a public demand. 


(9) In group enrollment the percentage of the group enrolled makes 
a difference in the experience of the group. While there are many varia- 
tions by size of group, all things being equal higher percentage groups 
have better experience, sustain themselves with a greater degree of 
certainty than lower percentage groups. 


(10) The length of time subscribers have been enrolled makes a differ- 
ence in their need for care. Subscribers of any age appear to require 
more care during the first year of membership than during later years ; 
then after a plateau of low utilization for a few years the trend is toward 
a need for more care as each subscriber grows older. 


(11) In individual enrollment, the age and sex of the insured and 
whether or not obstetrical care is provided are the three most important 
considerations in subscriber rate-making. The traditional health ques- 
tionnaires of health and accident insurance have been used by some 
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plans but the trend is toward shorter forms and fewer health questions. 
The implications of a service contract appear to require removal of 
legalistic barriers to the receipt of service. 

(12) The financial gains made possible by the forward push of medt- 
cine, the sulfa drugs, various sera, penicillin, thoracic surgery, the new 
improved treatments of cardiac conditions, the phenomenally rapid 
handling of difficult fractures are quickly offset by the increases in cost 
of such treatment, the increased frequency of use because of the treat- 
ment of otherwise untreated “hopeless” cases and new conditions 
requiring hospital and medical care. 

These observations are all on the character of the risk in health 
insurance. They have as much meaning in the establishment of under- 
writing and administrative practices as the cost of materials and labor 
in manufacturing or retailing. Without considering them and without 
meeting the questions they raise, a satisfactory basis for serving those 
protected and at the same time contributing to the vital character of 
medical care in America is impossible. Other observations should be 
made regarding the ways in which hospitals and professional personnel 
involved in health insurance should be paid. They are equally important. 

Out of such observations a pattern of what will best serve America 
can be discerned. It is my belief that the outline of a pattern of what 
we need is somewhat as follows: 


OUTLINE OF HEALTH SERVICE PLAN 


(1) Coverage should be universal, both as to persons covered (depend- 
ents as well as employees) and the periods (in and out of employment) 
when they are covered. This can be accomplished through voluntary 
local plans with the encouragement of government and business and 
some government assistance in payment for the subscription fees of the 
lowest income group. The practices of many insurers of electing only 
the better risks, of limiting coverage and of discontinuing insurance 
with unemployment only creates a worse problem than if no health 
insurance existed because the subscribers lose faith in health insurance 
as a useful and reliable tool. 

(2) Basic rates should be set up at levels as low as possible for at 
least two income groups (semi-private and ward). Older persons, those 
with large families and women should be charged rates not significantly 
higher. Basic rates should contemplate carrying the heavier load created 
by these groups. 

(3) Benefits must be comprehensive. It is only under a comprehen- 
sive plan that medicine has a chance to advance to its full potential. 
Skimpy benefits or legalistic barriers to the receipt of service result in 
false economy, the health of those covered suffering most. Comprehen- 
sive benefits are necessary for the health of the insured and the stability 
of health insurance. 
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(4) Employer participation is needed in the payment of medical and 
hospital insurance. The cost of medical care is high, higher than most 
can pay. So far most of the non-profit service plans have sold their 
services on a non-participation basis, the employer providing only 
payroll deduction. 

(5) Both hospital and medical service should be offered by a single 
plan. While the employer might be willing to pay up to half the cost 
of medical and hospital care insurance (under the Wagner-Murray- 
Dingell Bill he will be required to pay one-half) he appears to be 
unwilling to pay on two different packages. Also employers and. insured 
would prefer to deal with a single concern for what they regard as a 
single service. 

The 82 Blue Cross Plans which have limited themselves to the scale 
of hospital insurance can be reorganized as medical and hospital plans. 
Administratively few changes are necessary. Most boards of directors 
of Blue Cross Plans now provide for medical and subscriber representa- 
tion. The representation system of boards of directors which is recom- 
mended by the Blue Cross Commission on Hospital Service—one-third 
representative of hospitals, one-third of doctors and one-third of the 
general public including subscribers—is a practical ideal which many 
Blue Cross Plans have already accomplished. The establishment of this 
type of organization would require special legislation but if the state 
medical societies, the state hospital associations, the employers and 
organized labor of any state sponsored such legislation, there would 
be little doubt of its passage. 

These new corpors.tions should have a standing committee on medical 
care, the majority of which should be doctors. It would be the com- 
mittee’s function to settle disputes between doctors and the corporation. 
A similar standing committee should be established to settle disputes 
between the hospitals and the corporation. Special emphasis needs to 
be placed currently on the problem of medical care standards because 
new techniques which concern medical standards are involved, and 
because it should not be the intention of such corporations to change 
the character of medical services. Hospital medical staffs and boards 
of trustees now regulate the character of medical services offered in 
each hospital through staff organization and by seeing to it that appoint- 
ments are on the basis of competence. Some of the same puzzling and 
prickly problems now handled by hospital staffs and boards will have 
to be handled by such a medical committee but in a field in which there 
are now no precedents. The development of an orderly, manageable 
and just code in this respect cannot be.a short-term objective. This is 
one of the toughest phases of the problem to be worked out. It is also 
the part that physicians quite properly want to control. 

Contracts should be negotiated with all member doctors or with county 
medical societies, since all member hospitals have signed contracts with 
Blue Cross Plans pledging the hospitals to provide services to subscribers 
at the agreed rate for twelve months following notification to cancel. 
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The philosophy behind such contracts is not to have either the hospitals 
or the doctors act as permanent underwriters so much as to provide for 
orderly continuity in the event that rates are improperly set up. Some 
assurance must be given to susbcribers and the employers who cooperate 
that they will not lack the services for which they have contracted. 
If physicians are assured of a representative system in the selection of 
directors and if sound management policies are set up, this does not 
represent a great risk on the part of the medical profession and should 
be obtained as a pledge from the profession as it has been obtained 
from the hospitals. 

Voluntary plans are making no special pleas for their own sakes. 
There is much work to be done to make any health insurance plan 
effective, work that must be controlled and carefully managed at close 
range. Passing a law will not solve our health problem. Rushing out 
to buy health insurance policies will not solve our individual problems. 
We myst learn to walk before we run. 

A well integrated network of Blue Cross Plans is ready and avail- 
able. The Blue Cross national contract for national accounts and full 
reciprocity on the benefits side (reciprocity of enrollment is already a 
reality) between all Blue Cross Plans have both been pushed forward 
tremendously during the past year and will be completed in the early 
part of 1945. Under this program Blue Cross subscribers may be hos- 
pitalized in any member hospital of any Blue Cross Plan and receive 
the full service benefits of the plan in which the subscriber is hospitalized. 
Blue Cross Plans urge the utilization of their organization because the 
facts about health insurance suggest the need for local management and 
control, plus the kind of utilization of every community resource these 
plans can make possible. If the cost of medical care at the standard 
we know and want to continue is not to become excessive, reason requires 
that this method be followed. With the help of business and labor and 
the encouragement and assistance of government, all that we need and 
want can be obtained through the existing plans. 

The non-profit service plans which I have described are operated 
much as our hospitals, schools or community chests. They have become 
a vital part of American life because they are as American as baseball. 
They have emerged naturally out of the realities of twin problems—of 
the subscribers who pay the bills and of the hospital and health pro- 
fessions which continue to strive to maintain hospital and medical 
standards which are the highest in the world. 
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I. BackerRounD 


There were something less than 1,000 employee plans in existence 
prior to 1937 at the advent of the federal Social Security Act. About 
1,000 new plans were established from 1937 to 1941 inclusive. Today 
there are probably over 7,500. 

Over 30,000 plans now provide life insurance, accident and health 
and hospitalization and persion benefits. 

Probably 16,000,000 employees sad their beneficiaries are covered by 
death protection, 7,500,000 by accident and health protection and 
1,500,000 to 2,000,000 by benefits under pension and profit-sharing plans. 
There is probably $27 billion of life insurance, $150 million of weekly 
accident and health benefits and $30 million of hospital benefits in 
force, and perhaps $1 billion a year in pension benefits ultimately 
payable from present plans. 

It is estimated that over $1 billion has been contributed by employers 
to these plans during 1944. 

There are many reasons for this growth of pension and profit-sharing 
plans. Basically they are part of the world-wide movement for increas- 
ing economic security for the masses of the people. Government activity, 
via the Social Security Act, gave them a big push forward, in turn 
stimulated by a combination of high profits, high taxes and wage freezing. 

The movement in the early days grew out of the solution of the super- 
annuation problem of employers. The earliest plans were on a pay- 
as-you-go basis financed out of payroll, then via bookkeeping reserves, 
and later through trust funds invested in securities, commonly called 
self-administered. 

The insurance companies came into the scene with group annuities 
barely a quarter of a century ago. These group annuity plans were 
generally installed in coordination with the general insurance brokers 
of the business concern. These brokers handled the corporations’ insur- 
ance and the transition to handling group life, group annuities, etc., 
was natural. The individual life underwriter did not generally par- 
ticipate in the group field mainly because his regular business was with 
individuals and because in the main he represented the so-called ordinary 
companies that write individual policies only. 

About 10 years ago the writer had the privilege of being the first to 
launch an organized activity in the individual policy pension trust field. 
Looking back it is interesting to remember that, with some 75 full-time 
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life underwriters, the first year’s activity resulted in the closing of but 
three small individual policy pension trust cases. 

The movement has come a long way since then. 

The life underwriters of the country were quick to grasp the funda- 
mental significance of the movement and many of them have expanded 
their knowledge and ability to the point that they are equally at home 
in the field of individual policy or group plans. There is no doubt that 
a great deal of the credit for the spread of interest in this field is 
due to the activities of the life underwriters. 

Others followed right along. After all, with about 7,500 plans in 
existence, this means that thousands of attorneys, accountants, trust 
officers of banks and consulting actuaries have participated, even ignor- 
ing the thousands of plans that were considered but not installed. 

Similarly, thousands of employers and now millions of employees have 
become interested in this movement. So the roots are pretty deep. 

It is the writer’s oyinion that the movement is permanent. This does 
not mean that many plans will not be terminated and still more 
need to be amended in the post-war period. Undoubtedly many plans 
were created in haste and during artificial boom times. But most of 
these can be salvaged through amendment and the only real fatalities 
should be those that are beyond redemption because of business necessity. 

One of the purposes of this paper is to point out weaknesses that 


exist in some plans so that these plans can be amended now. For many 
reasons the present is the most advantageous time to make such 
amendments. 


GENERAL PURPOSES OF EMPLOYEE PLANS 


The employer hopes and expects to accomplish the basic business 

objectives of : 

1. Improving employee morale. 

2. Increasing efficiency. 

3. Decreasing labor turnover. 

4. Minimizing labor discord and strikes. 
He hopes to accomplish these objectives by protecting his employees 
against some or all of the four major economic hazards of life: old age, 
death, disability and unemployment. 

Have the employers’ expectations been fulfilled? The answer is a 
strong yes if we are talking about sound plans, but a weak yes or a no 
in the case of plans that are unsound. 

There have been many surveys which have proved the value of sound 
employee benefit programs. A recent study of 100 representative cor- 
porations with pension plans was reported in Nation’s Business of 
November 1944, and in Reader's Digest of December 1944. The article, 
entitled Secure Old Age, Industry Style, stated: “Company after com- 
pany reported increased production, less labor trouble, better worker 
morale. More than 80 of these 100 companies reported lower labor 


turn-over.” 
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Wuat Is a Sounp Pian ? 


There are many attributes of a sound plan. Among these that need 
to be considered is whether the plan is within the company’s ability 
and willingness to pay. Here emphasis must be placed on past, present 
and future ability to pay. The past is a guide to the future, the present 
may not be if it is a period of artificial profits. Will the company be 
able and willing to meet these costs in the future? It may be able but 
will it be willing in a period devoid of excess profits and wage freezing? 

Fortunately or unfortunately, as the case may be, the terms and con- 
ditions of the plan itself and the financing methods used to carry them 
out can likewise have a material bearing on the soundness of the plan. 

It is for this reason also that this paper devotes itself to certain of 
the technical features of plans and the way that the different financing 
methods are identified with these features. It is hoped that where 
elements of unsoundness are realized they will be amended now in 
order to make the plan sound. 


Frnanctne MetnHops AVAILABLE 


This leads us to a consideration of the financing methods that are 
. available to an employer in carrying out employee plans. These are: 


1. Self-administration: an irrevocable trust investing in 
securities. 

2. Group contracts, including group annuity, group life, group 
accident and health, etc. 

3. Group permanent contracts, including group permanent 
retirement income contracts, group permanent ordinary life 
contracts, etc. (The group permanent is a blending, on the 
level premium basis, of certain features of the master group 
contract and of individual policies.) - 

4. Individual policies, including individual retirement an- 
nuities, individual retirement income policies, individual 
ordinary life policies, ete. (The retirement annuity is an 
individual level annual premium annuity generally issued 
in units to produce $10 of monthly income with death 
benefits equal to the premiums paid or cash values, which- 
ever are greater. The retirement income policy is a retire- 
ment annuity which combines life insurance with monthly 
retirement income, generally in the ratio of $1,000 face 
amount and $10 monthly income. The death benefit is the 
face amount or the cash value, whichever is greater.) 


5. Combinations of the foregoing. There are so many combina- 
tions that of necessity we can only consider a few of them 
in this discussion. 


NUMBER OF PARTICIPANTS 


The self-administered plan is available to any number of participants. 
The group contracts (including group annuities and group permanent) 
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generally require a minimum of 50 participants and about 75 per cent 
of those eligible to participate. The individual policy plans are available 
to any number of participants except that the underwriting rules of the 
insurance companies generally limit the number of original participants 
to from 100 to approximately 500 participants. While some earlier 
individual plans had much larger numbers the present situation is as 
indicated. Combination plans of course include features of each. For 
instance an employer might self-administer benefits for employees’ earn- 
ings up to $3,000 per year and use individual retirement income policies 
for earnings above $3,000. With 10,000 participants there would be 
10,000 covered by the self-administered part and 400 by the individual 
retirement income policy part. 


COORDINATION OF EMPLOYER’S OBJECTIVES 
WITH FiInaNciInG MEtTHoOps 


The proper procedure is first to design the kind of plan that best 
carries out the employer’s objectives and then fit the financing methods 
into such objectives. If the plan is being designed by persons whose 
knowledge and experience are confined to individual retirement income 
policies the financing method comes first and as a result the design of the 
plan comes second. It would be a natural result if such a plan started 
and finished with the concept of covering employees that are acceptable 
for individual retirement income policies and qualified under the under- 
writing requirements of the life insurance company represented. 

A sound plan is suppvsed to improve employee morale, increase effi- 
cency, decrease turn-over and minimize labor discord and strikes. An 
unsound plan will have the very opposite effect. For instance, if an 
employer establishes a plan whereby only 4 per cent of his employees 
are eligible (which is the average in a plan that covers those earning 
over $3,000 per year) then 96 per cent of the employees (those earning 
below $3,000) are not eligible to participate. How can the 96 per cent 
be enthusiastic and how can such a plan result in improved employee 
morale and efficiency ? 

We have no objection to an employer establishing such a plan, pro- 
vided it has been done after deliberation and with full knowledge of 
the facts. The least that such an employer should know is what the 
costs of such a plan would be if and when it becomes necessary or advis- 
able to broaden the plan to cover 100 per cent of the employees. 

Such an employer should ask himself these 5 questions: 


1. Would I install any plan if I had to cover all my permanent 
employees? If his answer would be no then he might well 
consider the wisdom of installing a limited coverage plan. 


2. If I would consider broadening this plan to cover all my 
permanent employees how much would such a broad cover- 
age plan cost? 


3. Would I be willing and able to pay such increased costs? 

















+ 
EMPLOYEE PENSION AND PROFIT SHARING PLANS 43 


4. If not, should I decrease the benefits in the limited plan 
to the level that I would be able and willing to carry later 
on in a full coverage plan for all permanent employees? 
There are many limited coverage plans which would prove 
too costly if they had to be broadened to cover all permanent 
employees and to provide proportionately identical benefits 
for all employees who become aged, died, become disabled 
or who sever employment. 


5. Could the present financing methods be used in a broad 
coverage plan? If an employer has an existing limited 
coverage plan and cannot answer this question to his satis- 
faction, he would do well to consider amending the plan 
now to bring it in line for the future. And in amending 
the plan he doesn’t want to walk “out of the frying pan 
into the fire.” For instance, let us consider certain plans 
that have been amended recently. They were originally 
individual retirement income policy plans confined to 
employees earning over $3,000 per year. Then they were 
broadened to cover all permanent employees by adding self- 
administered or group annuities for employees’ earnings up 
to $3,000. The end result now finds employees’ earnings 
above $3,000 getting relatively better benefits in the event 
of death or severance of employment than employees’ earn- 
ings up to $3,000. An employer ought to be able to see the 
matter all the way through to the point of ultimate amend- 
ment to broadened; coverage before he adopts a plan with 
limited coverage. If he cannot see how such an amendment 
could be carried through that is again a danger signal. 
Fortunately amendments are possible without serious dis- 
turbance if they are properly handled. 


II. Pension PLans 


A. Pension Benefits 
1. Eligibility for Participation. 

a. Years of Service. There is a trend under insured plans towards a 
longer waiting period before eligibility for participation. The obvious 
purpose is to eliminate the group of largest turnover. The self-admin- 
istered plans are not so concerned with this problem because of the 
absence of surrender charges and generally of more rigid vesting. They 
generally permit participation from the first day of employment or after 
a relatively shorter waiting period. 

b. Minimum Age. In insured plans this requirement is generally 
further to eliminate the high turnover group and to reduce pension 
benefits and costs. The self-administered plans also use it for the 
latter reasons. 

c. Mazimum Age. The insured plans generally eliminate employees 
beyond a certain age for cost reasons because there is a direct immediate 
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individual relationship between cost and benefits for the over-age group. 
However in the self-administered plans, which are generally on an 
aggregate basis, costs are spread out and there is a tendency to provide 
benefits for all employees regardless of age at the time the plan commences. 


d. Minimum Earnings. While all financing methods are applied to 
plans confined for example to employees’ earnings over $3,000 a year, the 
greater percentage of these plans has been of the insured type includ- 
ing individual retirement income policies, group permanent retirement 
income policies and group annuities. This brings up several questions 
that should be carefully thought through by the employer before he 
establishes or continues such a plan. 

(1) Are Social Security Benefits Adequate for Excluded Employees? 

’ An over-$3,000 plan generally covers about 4 per cent of a. 
Hence, 96 per cent are excluded. 

Here is what they get as Social Security primary old-age benefits, 
assuming that they have the following average earnings as covered 
employees from 1937 to 1947. 


At the $1,200 annual level $29 monthly or 29 per cent of earnings. 
At the $1,800 annual level $34 monthly or 23 per cent of earnings. 
At the $2,400 annual level $40 monthly or 20 per cent of earnings. 
At the $3,000 annual level $45 monthly or 18 per cent of earnings. 


Experience to date has indicated that such employees will generally 
resist retirement on the basis of Social Security benefits alone, and 
their own individual thrift has generally not provided enough additional 
income to make them able or willing to retire. 

This presents the anomaly that capital and management are encourag- 
ing more government and labor activity because such excluded employees 
are naturally going to be receptive to possibilities of additional benefits 
through government or collective bargaining. The chances are that 
capital will pay the freight anyhow but the difference is that others will 
get the credit and it will encourage more such activity by government 
and collective bargaining. It would seem common sense for capital to 
use enlightened statesmanship. 


(2) Are Pension Plan Benefits Adequate for Included Employees? 
The interesting thing is that a plan confined to employees’ earnings 
over $3,000 per year is of questionable efficiency as a pension system 
for even included employees. Under current (Mimeograph 5539) Treas- 
ury regulations such employees retiring in 1947 will receive benefits 
approximately as follows from a combination of Social Security and the 
company’s private supplementary plan. 
At the $ 3,000 annual level $ 45 monthly or 18 per cent of earnings. 
At the $ 5,000 annual level $ 84 monthly or 21 per cent of earnings. 
At the $10,000 annual level $ 198 monthly or 24 per cent of earnings. 
At the $50,000 annual level $1,073 monthly or 25 per cent of earnings. 
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Hence, it is entirely likely that such a plan even for those included 
provides an effective pension system only as you go up the salary scale, 
and less effective as you go down. 


(3) Employer's Three Choices. 


It is the realization of this which brings us to a reconsideration of 
the choices open to employers with reference to the entire superannua- 
tion problem, if pension benefits are so inadequate that employees are 
unable or unwilling to retire. In such cases what can an employer do? 
He can force compulsory retirement. But this will hurt employee morale 
because the retired employees cannot live on percentages, and the 
employer cannot argue that they are receiving a pension of 18 per cent 
($3,000 level) because the employees will be concerned with the cost 
of food on the table, clothing and shelter and $540 a year won’t buy 
enough of those things for most of them to be able to or willing to retire. 
So the likelihood is that the employer will have to keep most of these 
superannuated employees on the payroll, perhaps until they die. His 
pension system will fall short of its purposes of increasing efficiency 
through graceful retirement of the superannuated and making room for 
younger employees, etc. The third choice is to increase pension benefits. 
The employer may say that he cannot afford to increase pension benefits. 
Before making such a statement he would do well to analyze his plan 
for the over-$3,000 employees. Maybe through the rearrangement of 
such plan he could provide greater pension benefits with the same budget, 
perhaps by reducing severance or death benefits. Again we see that the 
choice of the financing method may be directly responsible for having 
the employer’s budget spread out too thin and as a result he may be 
missing his primary business objective. 

e. Salaried Employees Only. Another limited coverage is one confined 
to salaried employees. That is, hour and piece workers are excluded. 
The percentages are different with each company but a fair average 
may be that the salaried employees represent 20 per cent of all employees. 
Hence, 80 per cent of the employees are excluded. 

The same problems, procedure and solution would be indicated here 
as for a plan based on $3,000 eligibility. 


f. Insurance Underwriting Practices. The urge to confine participa- 
tion in a plan to those earning above a stated minimum, or salaried 
employees only, or both, is accentuated by the underwriting practices of 
most insurance companies in the ordinary and probably group permanent 
fields. In general such insured types of plans are designed to bring to 
the insurance companies business of the same quality and persistency as 
is developed through the sale of individual policies to individual buyers. 

The individual policy pension trust and the group permanent policies 
have not been developed long enough for the insurance companies to 
have accumulated experience over a long period of years and over cycles 
of prosperity and depression. The insurance companies are naturally 
feeling their way in the field and trying to stay as close to their indi- 
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vidual underwriting standards as possible. Only time will tell whether 
continuation of such policies will be possible. But meantime the under- 
writing practices of the insurance companies have a very direct and 
strong influence on the design of pension plans—especially from the 
standpoint of employee participation. 

Generally speaking insurance companies desire to have their individual 
policies, and perhaps their group permanent policies, confined to plans 
that have a preponderance of the following: longer service (e. g., 3-5 
years), white collar, skilled, male, salaried, better-than-average-income, 
Anglo-Saxon employees, and within the company’s maximum limits 
(e. g., 500 lives). 


2. Normal Retirement Age. 


In insured plans, mostly of the individual and group permanent 
retirement income policy types, we find a tendency to use the 10 year 
spread rule in order to minimize costs. This means that employees who 
enter the plan at, say, ages up to and including 55 would retire at 
age 65, but employees above age 56 would retire after 10 years member- 
ship in the plan. An objection to this procedure is that it doesn’t permit 
the plan to be an effective pension system for 10 years, since no one is 
eligible for full pension before 10 years’ membership. 

A self-administered pension system tends to permit retirement cf 
employees at their hormal retirement age. Pension benefits are ‘imme- 
diately available out of the aggregate trust fund without necessarily 
increasing the immediate costs of the plan. Of course ultimately similar 
benefits require similar costs, and immediate retirements are possible 
under insured plans as well but an immediate premium outlay for the 
over-age group is required. Under retirement income policies and group 
permanent policies there is a tendency to employ the 10 year spread 
rule not only for economic reasons but also because it is the path of 
least resistance in satisfying the Treasury Department’s deduction 
requirements under the maximum established in Section 23 (p) (1) 
(A) (iii) which limits the deductions for past service benefits to not 
more than 10 per cent a year. 


8. Basis for Determining Pension Benefits. 


The fairly universal practice in group annuities and self-administered 
plans is to base the pension on a percentage of average compensation 
times years of past service and future service. Under individual retire- 
ment income policies and group permanent retirement income policies 
a high proportion of plans has been established on a flat percentage 
basis (e. g., 40 per cent of average earnings). The obvious objection is 
that it favors shorter service and older employees. 

There is a trend towards basing pensions on total earnings during 
membership under the plan; that is on average future compensation, 
for example 1 per cent of average earnings times years of future service: 
The objective is to get away from the uncertainty of the cost of pensions 
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based on final salary as well as the possibility that pensions may be 
reduced for those pensioned during a depression period. 

Insured plans are generally set up on the total future compensation 
basis and in fact group annuity plans generally require this. A self- 
administered plan can be set up on that basis, or on average final salary, 
or on the average of highest consecutive years, such as the 10 highest 
consecutive years. This is to gear pensions more closely to the desired 
standard of living at the time of retirement. 


4. Maximum Pensions. 

The majority of existing pension systems have no maximum pension. 
This is sound because the pension system should be effective at all levels 
of pay and it needs to be the most effective at the management level. 
Otherwise a superannuated management will stay on the payroll and 
superannuation is most damaging at the highest levels. 

There seems to be a greater tendency to establish a maximum pension 
in limited coverage (as over-$3,000) than in broad coverage plans. 
Perhaps this tendency is tied up with the fundamental viewpoint that 
such a plan is not a truly effective pension system anyhow, for the 
reasons previously stated, and the ceiling on pensions is introduced to 
make the plan appear more palatable to stockholders, to employees 
excluded, and perhaps to the Bureau of Internal Revenue. 


B. Death Benefits 


A common fallacy is to assume that death benefits can be provided 
without extra costs. Misunderstanding has developed because at a time 
of changing premium rates, a comparison of one individual retirement 
income policy (with insurance) with a retirement annuity policy (with- 
out insurance) seemed to indicate that fer the same premium there 
would be approximately the same retirement income. Hence it appeared 
that the insurance was thrown in without cost. But generally such 
comparisons are incomplete. Often they are based on comparisons of 
different policies of different insurance companies in which the settle- 
ment option factors differ. Also almost invariably comparisons are based 
on projections of the then current dividend scales into the future, 
comparisons which are obviously unreliable. It is common sense in the 
long run to assume that extra benefits mean extra costs. Similarly 
vesting employer contributions as death benefits represents a substantial 
increase in costs compared to a plan in which employer contributions 
are not vested. 

Self-administered and group annuities generally refund the employee’s 
contributions on death (with or without interest). Self-administered 
death benefits like group term life insurance are generally related to 
compensation and average about one year’s salary. 

Death benefits under individual and group permanent retirement 
income policies generally average 3 to 4 years’ salary. The reason for 
higher insurance benefits under the individual and group permanent 
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retirement income policy plans is because they are generally related to 
pensions: generally 100 times the total monthly retirement benefit, i. e., 
$1,000 of insurance with each $10 of monthly income. 

The cost of vesting employer contributions to retirement benefits 
and supplementary insurance benefits is substantial. Hence careful study 
should be made of the overall costs, both present and future, to deter- 
mine whether an employer is going to be able to provide adequate pension 
benefits and at the same time pay for substantial death benefits. 
If the primary purpose of the plan is to provide an effective pension 
system the employer would do well to amend his plan to reduce the 
death benefits in order to keep his total future costs in line. If he has 
individual or group permanent retirement income policies, they can be 
readily amended to conform to this objective. 

Under self-administered plans death benefits if any are generally 
confined to the period prior to retirement. In group annuities the trend 
is to refund the employee’s contributions with interest, less pensions 
he may have received. Under group term life the trend is to reduce or 
remove the coverage at retirement. 

Under individual and group permanent retirement income policies 
the insurance feature as such ends automatically when the cash value 
of the policies exceeds the original face. Further we find that the death 
benefit on such retirement income policies remains level up to that point 
and then increases up to the age of normal retirement from say $10,000 
to approximately $15,000. After retirement such policies are generally 
placed on the 10 year-certain-life option. There is reducing insurance 
for 10 years, to say age 75, and thereafter the death benefit is zero. 
This whole arrangement is entirely arbitrary and is actually illogical. 
In the first place employees generally have a need for some permanent 
insurance protection both before and after retirement. Secondly, they 
generally need maximum insurance in their younger years during the 
period when their children are growing up and need to be educated. 
Individual and group permanent retirement income policies provide an 
unnatural and unnecessarily costly amount of death benefits. Of course, 
the provision of such death benefits is desirable if the employer can 
pay the additional costs and for an effective pension system as well. 
But if the costs of these artificial death benefit arrangements cause the 
bogging down of the pension system such plans should be amended 
immediately. Permanent level premium insurance can be provided 
through individual ordinary or paid up or group permanent ordinary 
or paid up and the pension benefits can be provided through group 
annuities or self administration. 


C. Disability Benefits 
In general the self-administered plans and the individual and group 
permanent retirement income policies provide a disability benefit equiva- 


lent to the retirement reserve at the time of disability. The group 
annuities can do the same but generally under these plans the benefit 
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is paid only if disability occurs during the period of permitted early 
retirement, usually within 10 years of the normal retirement age. 
Group accident and health and hospitalization provide splendid but 
temporary benefits. 

None of these provisions are adequate to provide an effective disability 
system for employees who become totally and permanently disabled in 
the early years of their membership under the plan. Supplementary 
disability benefits are necessary and for such protection it is generally 
necessary to look to a supplemental self-administered fund. 


D. Severance Benefits 


Naturally the more benefits, the more costs. If an employer wants 
to provide severance benefits for employees who leave and pension benefits 
for those who remain he has two benefits and two costs. 

While there has been a trend towards vesting, such vesting has been 
generally surrounded with safeguards and restrictions. The formula for 
vesting rights on severance is one that requires careful thought. It is 
here that the confusion in purpose is most manifest, and it is also here 
that there is a basic conflict between the various purposes that has to 
be clearly thought through. 

If the employee plan is intended primarily to provide pensions for 
superannuated employees, it would hardly be logical to provide full 
vested rights in a lump sum for those who sever employment. If retire- 
ment income policies are used, whether individual or group permanent, 
a natural magnet draws the employer towards early vesting, in order to 
give the employee the benefit of the policy issued on his life. If it is an 
individual retirement income policy with insurance, the employee’s life 
insurance benefits are in jeopardy unless the policy is fully transferred 
to him. Of course he can buy it from the trustee but that would not 
be very practical in most cases. Nor is it practical to vest the cash 
values in the form of deferred income such as would be the usual situa- 
tion in a group annuity or self-administered plan. In other words the 
magnet draws towards early vesting and on a lump sum basis on the 
cash value of the policy. In some instances this may serve as an 
inducement for some employees to sever employment in order to take 
advantage of these cash values and this is contrary to one of the 
fundamental purposes of a pension system: to hold employees to an 
organization. 

Typical self-administered or group annuity plans vest in the form of 
deferred income commencing at early or normal retirement age. A self- 
administered or group annuity plan may provide either no vesting, 
partial vesting or full vesting, as desired by the employer. 

Where an employer desires to provide life insurance benefits and 
partial vesting, an ideal arrangement is to combine individual or group 
permanent ordinary life policies with self-administration or group an- 
nuities. In such cases the ordinary life policies are generally vested 
on severance of employment but the self-administered fund or group 
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annuities are not made available except in total disability, early retire- 
ment or normal retirement. Further the employer can arrange the 
amount of ordinary life so that the cash values are so modest that there 
is little if any inducement for the employee to leave because of cash 
values. When employees leave they take away relatively little of com- 
pany money and this holds down the ultimate costs of the plan because 
of the recoveries for the benefit of the remaining participants. In other 
words, this is the same idea as in the accepted orthodox plans which com- 
‘bine group term life with self-administration or group annuities except 
that the group term life is supplanted by permanent protection on a 
level premium basis via individual ordinary or group permanent ordinary 
life policies. This is one of the most interesting current trends. 


E. Permanency of Plans and Certainty of Benefits 


Everybody loses if a plan is not permanent. Therefore the design of 
the plan and the financing method should be at all times considered 
with reference to the test of permanency. A collateral consideration is 
to have the plan provide a certainty of benefits to the employees regard- 
less of the fluctuations of the business cycle. Let us see how each of 
the financing methods carry out these objectives. 

The self-administered pension system has the necessary ingredients 
for permanence because it can continue in being and pay out benefits 
until the fund runs dry. This means that the employer can have maxi- 
mum degree of flexibility of contributions, putting in the maximum 
permitted in good years, a normal amount in normal years and nothing 
in bad years. Meantime as long as the fund had assets to meet all of its 
claims no employee will have suffered by such flexibility. More than 
that, employees will receive full benefits as long as the funds permit. 
As long as the company is a going concern and employer contributions 
into the pension fund “stay ahead of the sheriff’ the pension system 
will be permanent and every employee will get all the benefits to which 
he is entitled. It is obvious that such flexibility is not readily matched 
by any of the usual insured plans. 

The group annuity plan provides for suspension of contributions for 
current costs, but generally (not necessarily) requires past service pay- 
ments at least at the time of retirement. There is a degree of flexibility 
of employer contributions but generally with some element of reduction 
in employee pension benefits. The individual and group permanent 
retirement income policies represent a call for regular premium pay- 
ments except for the “stop-and-go” suspension period of, say, 3 years 
or premium borrowing against cash values, but unless these skipped 
payments are made up prior to retirement the employee’s pension benefits 
will suffer and his insurance benefits may likewise if he dies before 
skipped payments have been made up. 

Thus we may note that the combination of individual ordinary or 
group permanent ordinary life and self-administration permits the 
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highest degree of permanency combined with the full payment of insur- 
ance and pension benefits even though the employer’s contributions 
fluctuate over the business cycle. 


Ill. Prorit-SHarina PLans 


Profit-sharing plans are established by the employer for the same 
business reasons as pension plans: to improve employee morale, increase 
efficiency, decrease turnover and minimize labor discord and strikes. 
The employer hopes to add a fifth benefit and incentive by making the 
employees feel they are partners on a formal profit-sharing basis. 


A. Deferred Compensation Benefits 


The fifth benefit is deferred compensation. This is on the basis of 
the “10 years in and 10 years out” rule under current wage stabilization 
rulings. These payments can be made under the profit-sharing plan 
while the employee is still in the employment of the company. Employee 
benefits do not have to be deferred as under a pension system. It is this 
fifth feature of deferred additional compensation payments which allows 
the profit-sharing plan to fill a function not possible under a pension 
system under current revenue and stabilization laws. 


B. Pension Benefits 


A qualified profit-sharing plan however can hardly prove to be an 
effective pension system for almost a generation after it begins. That 
is because it takes a good many years before an older employee’s profit- 
sharing participation can build up enough value to enable him to obtain 
an adequate pension. Hence the older employees under a new profit- 
sharing plan will continue to be a pension problem to the company. 
As a supplement to a pension system a profit-sharing plan can provide 
benefits additional to what might otherwise be in certain instances 
modest benefits of a company’s pension system standing alone. The 
trend to date has been to use self-administration for pension benefits 
under a profit-sharing plan. 

However it is feasible to invest each employee’s account in annuities 
at retirement or in single premium deferred annuities or group annuities 
during the period of accumulation. Also a portion, say one-third of 
the initial contribution, may be invested in annual premium retirement 
annuities and the remaining two-thirds in self-administration ; thereby 
providing a backlog of self-administered funds to pay his premiums 
in lean years. This requires conservative planning because of the un- 
certainty of profits. 


C. Death Benefits 
Generally the death benefits in a profit-sharing plan are equal to the 


accumulated value of the participant’s trust account with self-admin- 
istration or investment in annuities as described. However if an 
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employer wants to have additional insurance benefits he can take some 
part of the participant’s trust account and purchase insurance benefits 
for such participant. For example he can place one-third of the 
employee’s initial year’s account in individual or group permanent 
retirement income policies. 

A better plan is to invest the initial one-third, one-fourth or one-fifth 
of the employee’s account in individual ordinary or group permanent 
ordinary life policies. In this way, with any reasonable degree of success 
of the plan, there soon develops a substantial backlog of self-administered 
funds sufficient to pay the premiums on the ordinary life policies during 
many lean years and meantime the employees have maximum permanent 
insurance protection for the least premium outlay. 


D. Disability Benefits 


The disability benefits of a profit-sharing plan are equal to the increas- 
ing value of the employee’s account and such amounts are generally 
vested in the event of total and permanent disability. 


E. Severance Benefits 


The vesting provisions of each profit-sharing plan determine severance 
benefits but there is a general trend towards earlier and more complete 
vesting than under pension systems. In many instances Bureau of 
Internal Revenue policy has insisted upon this. Thus, it might be said 
that the profit-sharing plan is indicated where the employer desires to 
feature a dismissal and deferred compensation benefit plan. Of course 
it is necessary that severance benefits be merely an incidental part of 
the plan and not the primary purpose or else the profit-sharing plan 
may run afoul of current wage stabilization rulings. 


IV. Summary 


From the foregoing we may see that the pension and the profit-sharing 
plan each has its own specific primary purposes. If an employer can 
afford both he will accomplish maximum employee satisfaction. If he 
cannot afford both he needs to determine which business purposes are 
more important and establish his plan accordingly. 

A pension plan is necessary to assure an effective pension and total 
and permanent disability system. A pension plan generally, but not 
necessarily, lends itself to the provision of fuller death benefits. A 
pension plan can provide severance or deferred compensation benefits 
in a lump sum but such an arrangement may conflict with the funda- 
mental purposes and ultimate costs of a sound pension system. Hence 
a profit-sharing plan is more logical where the emphasis is on severance 
or deferred compensation benefits. 

In conclusion we may state that whether an employer has an existing 
plan or is considering a new one, he would do well to distinguish 
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business purposes from the type of plan (pension or profit-sharing) and 
the financing methods (self-administration, group, individual, group 
permanent or combination). After having thought through thoroughly 
the business purposes he is out to accomplish he is then, for the first 
time, ready to decide which of these will best carry out his purposes. 

Each of the plans and financing methods has advantages and dis- 
advantages. Hence, it requires a careful blending of objective thinking, 
ability and experience to arrive at a combination that will prove the 
most permanent and the most effective in carrying out the purposes 
of the employer. 











PART II—REVIEW OF THE YEAR 





LIFE INSURANCE 


By M. Avsert Linton 
President, Provident Mutual Life Insurance Company 


When writing in February a review of the past year before compre- 
hensive data have been compiled, all that can be done is to draw 
approximate conclusions from the limited facts available. There is no 
doubt, however, that an outstanding feature of the life insurance business 
during 1944 was the extent to which policyholders maintained their 
insurance in force. Numerous life insurance companies in their public 
statements are already pointing out that the rate at which policyholders 
voluntarily discontinued outstanding ordinary insurance in 1944 was at 
an all-time low level. In one company it was 1.1 per cent of the average 
amount of insurance outstanding during the year, and less than one- 
ninth the rate experienced in 1932 at the depth of the great depression. 

Ordinary insurance in force increased during the year to an amount 
exceeding anything since 1929. It would appear that the total amount 
of all kinds of life insurance outstanding at the end of the year was 
about $148.7 billion, owned by some 70 million policyholders. New life 
insurance of all kinds amounted to about $14 billion and exceeded new 
business production for all years back to 1931. In this connection it 
is pertinent to bear in mind the present manpower shortage in the 
field and the absence in the armed forces of millions of potential life 
insurance buyers. 

Using the data of the Life Insurance Association of America for 39 
companies having 80 per cent of the total business outstanding for all 
United States legal reserve life insurance companies at the beginning 
of the year, new ordinary insurance in 1944 exceeded that in 1943 by 
12.9 per cent. Industrial insurance and group insurance, on the other 
hand, registered decreases of 5.7 and 18.6 per cent respectively. How- 
ever, for all three there was an increase of 3.5 per cent. 

Amounts paid or credited to policy owners and beneficiaries during 
1944 are estimated to have been about $2.5 billion for all companies, 
an increase of some $100 million over 1943. 


Natronat Service Lire INSURANCE 


National Service Life Insurance issued by the government up to 
$10,000 per person for the benefit of members of the armed forces has 
been taken out in large volume. Approximately $127.5 billion is now 
in force, representing an average policy of about $9,150 on some 
14 million individuals. 
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The big questions of the future in connection with National Service 
Life Insurance are first the extent to which the term insurance will be 
converted to permanent life insurance—on the ordinary life, 20 pay- 
ment life or 30 payment life plan—and second the extent to which the 
permanent life insurance will be maintained in force. This insurance 
is, of course, a bargain, for the reason that the government pays all 
administrative expenses and bears all excess costs arising from deaths 
or disability resulting from service in the armed forces. Despite this 
obvious price advantage it may be difficult to persuade many of the 
unmarried men and women in the service to convert the insurance to 
the permanent plan when they return to peacetime employment. In the 
first place, the increase in the premium will be a deterrent (over 100 
per cent if conversion is to ordinary life, and over 200 per cent if to 
20 payment life) ; and in the second place, many will not feel the need 
for $10,000 of insurance protection under the new circumstances. 

The life insurance companies and the organizations of life under- 
writers in the field are offering their services to members of the armed 
forces in explaining the advantages of maintaining their National 
Service Life Insurance in force. That a real problem is involved is 
evident from the records of War Risk Life Insurance following the last 
war. Then as now the original insurance could be taken out on the 
term pian to a maximum of $10,000 per person. This term insurance 
reached a maximum in force during the war of nearly $40 billion. The 
maximum of converted insurance outstanding at any time was approxi- 
mately $3.1 billion in the late 1920s. At present it is about $2.5 billion. 


ASSETS 


The assets of life insurance companies at the end of the year totaled 
about $40.7 billion, an increase of 7.9 per cent over the figure a year 
ago. As James A. Fulton, President of the Life Insurance Association 
of America, has pointed out, the entire long-term corporate debt of the 
country as estimated by the National Industrial Conference Board is 
now only about $30 billion. When we recall that under normal condi- 
tions at least half of life insurance assets would be expected to be 
invested in long-term corporate debt, the investment problems of the 
companies are obvious. For the present, of course, the chief outlet for 
life insurance funds has been U. S. government bonds, which now 
constitute over 40 per cent of all assets as compared with 34 per cent 
at the beginning of 1944. The increase in U. S. government bond hold- 
ings amounted to about $3.5 billion and exceeded the amount by which 
total assets increased during the year. 

The actual investments by categories, as compiled by the Life Insur- 
ance Association of America, both by amounts and by percentages, are 
shown in the following table for 49 legal reserve United States life 
insurance companies representing about 91 per cent of the assets of all 
companies in this country. 
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Amounts (In Millions) Percentages of Total 
Beginning Endof Year Beginning End of Year 
Type of Asset of Year (Estimated) of Year (Estimated) 
% % 
U. 8. Govt. Bonds........ $11,698 $15,050 34.0 40.7 
State, County and 
Municipal Bonds ....... 1,210 950 3.5 2.6 
Canadian Govt. Bonds. ... 880 970 2.6 _ 26 
Railroad Bonds .......... 2,685 2,695 7.8 f 7.3 
Public Utility Bonds...... 4,894 4,969 14.2 13.4 
Other Bonds............. 1,805 1,841 5.2 5.0 
Farm Mortgages ......... 741 705 2.1 19 
Other Mortgages ......... 5,153 5,125 15.0 13.9 
Policy Loans and 
Premium Notes ........ 2,086 1,870 6.1 5.0 
WORE BINDS 6c cbc vevencces 1,171 915 3.4 2.5 
Preferred and 
Guaranteed Stocks...... 417 464 1.2 13 
Common Stocks .......... 130 133 4 4 
GE SNS Ss cksin cscs 770 763 2.2 2.1 
Er tay Pee Soe 743 550 2.2 15 
WOO utc idee des ods $34,383 $37,000 100.0 100.0 


U. 8. government bond holdings have already been commented on. 
State, county and municipal bonds command abnormally high prices be- 
-cause their interest is exempt from federal income tax. Exemption means 
relatively little to life insurance companies because of the special statute 
under which they are taxed. Hence, it is not surprising that the holdings 
of these bonds have decreased substantially during the year. Canadian 
government bond holdings have increased in amount but their percentage 
remains un ‘ 

Railroad bonds, despite a slight increase in amount, decreased from 
7.8 to 7.3 per cent. There has been an unbroken series of decreases in 
this figure since the 33.5 per cent of 1906. Public utility bonds increased 
slightly in amount but declined in percentage. Total mortgage loan 
investments declined slightly and at the year-end represented 15.8 per 
cent of iotal investments. This is a far cry from the 43.1 per cent of 
1927. Policy loans and premium notes decreased both in amount and 
in percentage. At the end of the year they constituted 5.0 per cent of 
total investments as compared with a high of 17.9 per cent at the end 
of 1932. Real estate declined from 3.4 per cent to 2.5 per cent which 
compares with a high of 8.3 per cent in 1936. 


INTEREST RATES 


The reduction in interest rates, typified by the issuance of U. S. 
government 25 year bonds at 2% per cent, has created problems for 
life insurance companies. In the first place, the cost to policyholders 
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has been materially increased. The decline in the interest teturn on 
total investments during the last twelve years has been at least 134 per 
cent. On $40 billion of investments this is equivalent to a yearly reduc- 
tion in interest receipts of some $700 million. Despite this severe 
decline in interest rates the Institute of Life Insurance points out that 
the average cost of insurance to policyholders on the principal types of 
policies issued, owing to improvement in mortality rates, does not differ 
very greatly from the costs in 1920. 

In the second place, several companies have reduced the interest 
assumption in their premium calculations from 3 to 244 per cent, thereby 
causing an increase both in premiums and cash values. This does not 
necessarily mean a permanent increase in the net cost of the insurance 
to policyholders. Net cost will be determined by actual experience 
through the medium of the annual dividends. It is anticipated that a 
large number of companies willsimilarly change their interest assump- 
tions within the next two or three years. Finally the low inter-st rates, 
combined with the increasing longevity of annuitants, have led a number 
of companies to reduce the guaranteed return on policy proceeds left 
with them under the optional methods of settlement. In this connection 
also it may be noted that many companies continued in 1944 their 
previous programs of voluntarily strengthening reserves on outstanding 
annuity and optional settlement contracts. 

The changes in interest assumptions anticipated during the next two 
or three years will probably be accompanied by the simultaneous adop- 
tion of a new mortality table for the calculation of premiums, known 
as the Commissioners’ Standard Ordinary (CSO) Table. This table is 
based on the mortality experienced by the companies on ordinary busi- 
ness during the 1930s. It excludes the first 5 years of insurance under 
each policy and also embodies a correction to introduce a small margin 
of safety. Despite the much lower mortality shown by this table as 
compared with the American Experience Table, especially at ages under 
55, the change in premium rates is not likely to result in a decrease in 
overall gross premiums. Instead because of the decrease in the assumed 
interest rate, it is likely to result in substantial increases, particularly 
on plans of insurance calling for relatively high premiums—for example 
endowment and limited payment life policies. 

Along with the change in premium rates there is likely to be a change 
in the method of calculating non-forfeiture values. This change will 
be the result of legislation embodying recommendations made by a 
committee appointed by the National Association of Insurance Com- 
missioners in 1937. This committee made a most exhaustive study of 
the whole problem under the chairmanship of Alfred N. Guertin, then 
Actuary of the New Jersey Department of Banking and Insurance; 
and its report was adopted unanimously by the Commissioners in 1942. 
At present, cash values are determined from the reserve under the policy 
by substracting from the reserve a sum not exceeding $25 per thousand 
of face value of insurance. In practice, in many instances the amount 
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thus subtracted decreases year by year so that from a given year on, 
frequently the tenth, cash values and reserves are the same. 

Under the new method, cash values would be determined independently 
of the reserve and would be based on the actual premiums paid. They 
would represent an attempt to return what was equitably due the with- 
drawing policyholder after payment of the expenses involved in putting 
the policy on the books and maintaining it in force, and meeting proper 
charges for mortality during the period the policy was in force. The 
new method represents a marked forward step in equitable dealing with 
policyholders. It has already been embodied in new legislation in 16 
states and can be adopted under existing laws in 12 others. It is hoped 
the remaining states will adopt the necessary legislation within the 
present year. Many companies which are still using 3 per cent in the 
computation of their premiums do not want to make a change until 
they can at the same time adopt the new mortality table and the new 
method of computing cash values. 


MortTatity EXPERIENCE 


Because of the war, unusual interest attaches to the rate of mortality 
experienced during 1944. In Great Britain and Canada wartime mor- 
tality has been relatively favorable. Despite conditions which on the 
surface might seem to indicate a higher civilian mortality—absence of 
doctors, bombing hazards, reduced food supplies and shortage of fuel— 
the death rate among civilians has been favorable and the overall 
mortality not much higher than in peacetime. 

: Experience in the United States has been similar, although the con- 
ditions that would be unfavorable to civilians are relatively normal as 
compared, for example, with Great Britain. In 1944 the overall mortal- 
ity for the United States companies was probably slightly above that 
for 1943. According to data compiled by the Institute of Life Insurance 
the death benefits on life insurance policies in private companies owned 
by members of the armed forces in 1944 amounted to 7.9 per cent of 
all death claims. For the last 6 months of the year the percentage 
was 10.8 per cent. Relatively few of these claims were from causes not 
directly related to the war. Only 8 per cent of these were from disease, 
the Army reporting a disease death rate only one-third that for civilians 
of the same age groups. 


SupREME Court DEcIsION 


On June 5, 1944, the United States Supreme Court by vote of 4 to 3, 
two judges not participating, decided that insurance as it is now carried 
on is commerce within the meaning of that word as contained in the 
Constitution of the United States. This means that insurance is now 
an activity subject to regulation by the federal government. This revolu- 
tionary decision, by a minority of the entire court, reverses a series of 
decisions running back for 75 years and raises many complex questions 








6 ee a ee ee 





LIFE INSURANCE 59 


about the validity of state supervision and state taxation of insurance 
as it has been developed over the years. 

Recognizing the extreme importance of this subject Congress has been 
working on the problem and has enacted a law which among other 
things confirms the right of the individual states to regulate and tax 
the business of insurance ; and suspends in certain important particulars 
the application of the Sherman and Clayton anti-trust acts until Janu- 
ary 1, 1948, by which time it is anticipated that the states will have 
enacted laws appropriate to the changed situation. In view of the fact 
that the change in the status of insurance brought about by the Supreme 
Court decision has more far-reaching consequences to fields of insurance 
other than life, nothing more need be said in this review." 


Tue THREAT OF INFLATION 


There can be no doubt about the inflationary possibilities inherent in 
the huge amount of spendable funds in the hands of individuals, and 
the relatively small amount of consumers goods, especially of semi- 
durable consumers goods available for purchase. In such a situation 
the pressures tending to force up prices are very great indeed. To date 
a good job has been done by the government in holding prices within 
reasonable bounds. Since our entry into the war in December 1941 the 
cost of living in this country has increased much less than during a 
similar period following our entry into World War I. For example, the 
cost of living index of the United States Department of Labor for 
10 months of 1944 was only 19 per cent above that for the year 1941. 
For 1920 the index was 56 per cent above that for 1917. 

The government has also tackled the problem of inflation by setting 
up controls on wages and salaries, and by imposing taxes to remove 
purchasing power from the market place for consumers goods. Never- 
theless, there remain in the hands of individuals very large amounts 
of money looking for a lodging place. For that reason education regard- 
ing the need for thrift and saving as against spending is most important. 
With that objective in mind, companies whose assets represent some 
80 per cent of total assets of the life insurance business in the United 
States and Canada, have for nearly two years been cooperating in a 
campaign of education, largely through the newspapers. This campaign 
has told its story in popular form and urged readers to put their money 
into war bonds, life insurance and savings accounts. 

Also, as a contribution to the national war effort, and incidentally 
to the forces combating inflation, life insurance agents have been exceed- 
ingly active in the sale of war bonds, and especially in selling business 
organizations on the desirability of setting up for their employees a 
system of bond buying by means of regular salary deductions. When 
the full details are available it will be found that very large sales of 
war bonds have thus been brought about. 

1 For a detailed discussion of this decision see the paper by James C. O’Connor. 
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ASSOCIATION CHANGES 


During 1944 the Association of Life Insurance Presidents, founded 
in 1906, was reorganized and its name changed to Life Insurance Asso- 
ciation of America. The new office of president was created and James 
A. Fulton, President of the Home Life Insurance Company of New 
York, was elected to fill the position. Robert L. Hogg, who had been 
Assistant General Counsel of the Association, was elected Manager and 
_ General Counsel of the American Life Convention, as successor to the 

late beloved and able Colonel C. B. Robbins. 
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PROPERTY AND CASUALTY INSURANCE 
By James C. O’Connor, The National Underwriter 


The Southeastern Underwriters Association decision was so predomi- 
nantly the big news in fire and casualty insurance during 1944—for 
that matter in all insurance—that it is difficult to keep one’s mind on 
other important developments in an attempt to review the year. 1944 
was only 11 days old when the case was argued before the Supreme 
Court of the United States. It was not quite half over when the decision 
was made public and the year ended with the failure of all attempts 
to push any insurance legislation through a dying Congress. At present 
writing the picture has cleared somewhat but undoubtedly it will be 
years before the insurance business and students of insurance get an 
answer to all the questions raised by this decision. 

United States vs. Southeastern Underwriters Association, et. al., 322 
U. 8S. 533, obviously cannot be commented on even briefly without 
going both before and after 1944. Even the case itself is not closed. The 
famous Supreme Court decision was technically speaking an interlude. 


Pre-S. E. U. A. Srruation 


While most discussions of the S. E. U. A. case start off with the 
convenient springboard of Paul vs. Virginia, 8 Wall. (75 U. 8.) 168, 
a truly comprehensive study of insurance regulation would have to go 
back much farther and take in the earlier state laws affecting the 
business before 1869. A combination of economic and legislative develop- 
ments in the first half of the 19th century brought to the Supreme 
Court in 1869 the question of whether a state could impose requirements 
on fire insurance companies incorporated in other states which wished 
to do business within its borders. In upholding the $50 fine assessed by 
a lower Virginia court against Samuel B. Paul, an agent in Petersburg, 
Va., for writing insurance in a company which had not met the require- 
ments, the Supreme Court answered this question yes. The Virginia 
law had been attacked on two grounds: first, it violated the provision 
of the then new 14th amendment that no state can abridge the privileges 
and immunities of citizens of other states, and second, it infringed 
on the power of Congress “to regulate the commerce between the states.” 
The first attack had in fact been disposed of in slightly earlier cases by 
the holding that corporations are not citizens within the meaning of the 
14th amendment and it has been practically forgotten that this was 
once a major issue in Paul vs. Virginia. The holding on the second 
objection made the case famous. 

In disposing of the argument that fire insurance is interstate com- 
merce and therefore under exclusive federal control, Justice Field made 
the statement that “issuing a policy of insurance is not commerce.” 
Over that remark much of the S. E. U. A. case was fought. 
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Regardless of the truth, error, relevance or irrelevance of Justice 
Field’s statement, Paul vs. Virginia established the authority of states 
to regulate the insurance business. A long line of cases followed—the 
insurance companies usually seeking to defeat state legislation and 
losing—in which Paul vs. Virginia was cited approvingly as the ground 
for upholding state supervision. By implication—though explicit judicial 
statements were admittedly few and hard to find—it came to be relied 
en as holding also that the federal government had no authority over 


insurance. 
Tue S.E.U.A. Case 


In 1942 the United States Department of Justice, confirming rumors 
of several years duration, brought grand jury proceedings against the 
Southeastern Underwriters Association at Atlanta. The action was 
obviously a direct attack on Paul vs. Virginia. Just why the 8. E. U. A. 
was selected as the guinea pig has never been officially revealed. As likely 
a guess as any is that this association has as members a greater propor- 
tion of stock fire insurance companies than other regional organizations. 
Since the case was virtually predestined to reach the Supreme Court it 
is improbable that the identity of the federal court in which it would 
originate was much of a factor in the choice. 

On November 20, 1942 a federal grand jury at Atlanta voted indict- 
ments against the S. E. U. A., the nearly 200 stock fire insurance com- 
panies which compose its membership and 27 officers and members of 
the executive committees of the association. The indictment charged 
violation of the federal anti-trust acts, laws which specifically refer to 
“trade or commerce among the several states.” 

The principal charges of the indictment were that the companies, 
through the S. E. U. A. and state rating bureaus, had conspired crimi- 
nally to fix fire insurance premium rates in violation of the anti-trust 
laws, to fix agents’ commissions by agreement, to coerce companies not 
members of the S. E. U. A. by refusing to do any reinsurance business 
with them, to refuse to do business with any agent representing non- 
member companies (the so-called separation rule) and to boycott and 
withhold patronage from persons who had bought fire insurance from 
non-member insurers. 

The last charge was not very serious and apparently was prompted 
mainly by the practice of many companies requesting their field men 
to stay at hotels insured in member companies or giving these hotels 
preference in selecting places for meetings and conventions. The other 
four charges reached established practices in the fire insurance business. 
Particularly important from the viewpoint of fire insurance was the 
charge that rating bureaus—used universally, in many states mandatory 
by law—amount to unlawful price-fixing. 

The insurance companies and the S. E. U. A. met the indictment with 
a demurrer—a legal way of saying “so what?” In other words, the 
demurrer claimed that, even if the government’s charges were true 
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there were still no laws broken, because insurance is not commerce and 
therefore the anti-trust laws do not apply to the fire insurance business. 

On August 5, 1943 the federal district court at Atlanta upheld the 
demurrer. The government, as everyone expected, appealed. Since a 
constitutional question was involved, the circuit court of appeals was 
skipped and the appeal went directly to the Supreme Court of the 
United States. 

The case was argued before the Supreme Court January 11, 1944 
before the second largest crowd in the history of the court, one exceeded 
only at the appeal of the German saboteurs in 1942. The importance 
of the case was emphasized also by the fact that Attorney-General Francis 
Biddle personally argued the government’s case, a very rare occurrence. 

As the S. E. U. A. case was proceeding to the Supreme Court, the 
Polish National Alliance of Chicago was having difficulties with the 
National Labor Relations Act. While there were several other issves 
in this case, the Alliance had also raised the argument that Paul vs. 
Virginia protected it from federal labor laws. Losing in each successive 
court, the Alliance appealed to the Supreme Court and its appeal was 
argued immediately after the S. E.U.A. case, with Mr. Biddle again 
speaking for the government. 


THE DECISION 


After almost 5 months delay, during which time every conceivable 
rumor made the rounds, the Supreme Court held for the government 
in both cases. The decision in the Polish National Alliance case was 
technically 8 to 0 (Justice Roberts taking no part) but the justices 
were divided into two camps. Justice Frankfurter, with Chief Justice 
Stone and Justices Jackson, Reed and Rutledge concurring, held that 
Paul vs. Virginia had nothing to do with this case and that the federal 
labor laws are broad enough to include the Alliance and all similar 
organizations. Justice Black, in a separate concurring opinion, to which 
Justices Douglas and Murphy subscribed, went the whole way and argued 
that the Alliance should lose because insurance is commerce and hence 
all laws applicable to interstate commerce should apply. (The Polish 
National Alliance decision was not unexpected and it was never a secret 
that many insurance officials were distressed that this case was ever 
fought. Most insurance companies and organizations voluntarily comply 
with the National Labor Relations Act, wages and hours laws and 
similar legislation.) 

In the course of the argument Chief Justice Stone had warned the 
Polish National Alliance attorneys that the S. E. U. A. could win and 
the Alliance still lose. For a few minutes it looked as though this was 
about to happen. Had the justices adhered to their respective positions 
in the S. E. U. A. case, this would have been the logical result. But 
Justice Reed joined Justice Roberts in withdrawing and Justice Rutledge 
moved over to Justice Black’s side. The result was a 4 to 3 (or perhaps 
a 4-2-1) decision which seems destined to cause legal debates far into 
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the future and which clearly makes 1944 one of the most crucial years 
in insurance history. 

This time Justice Black spoke for the majority. With Justices 
Douglas, Murphy and Rutledge concurring, he held that the Atlanta 
court. should be reversed, the demurrer overruled and the case sent back 
to Atlanta for trial on the ground that insurance is commerce and that 
the anti-trust laws apply to it. Chief Justice Stone dissented and Justice 
Frankfurter joined in this dissent, adding one more paragraph of his 
own. Justice Jackson dissented separately. Justices Reed and Roberts 
took no part in the case. 

Why these two justices withdrew from the case has never been officially 
explained and may never be. Justice Reed heard the Polish National 
Alliance case and subscribed to Justice Frankfurter’s majority opinion 
but left the courtroom when the S.E.A.U. hearing began. Justice 
Roberts on the other hand heard both cases, so his withdrawal from 
both was exceedingly surprising. He was the only justice who failed 
to ask any questions during the S. E. U. A. case. 


PosITrIoNs OF JUSTICES 


The opinions themselves can be a proper subject of legal debates for 
generations to come. One of the most interesting points of Justice 
Black’s opinion was his implication that Paul vs. Virginia was not over- 
ruled by the S. E. U. A. case—more or less adopting the government’s 
position that the expression “insurance is not commerce” was irrelevant 
dicta and not essential to the outcome of Paul vs. Virginia. On this 
reasoning Paul vs. Virginia merely upheld the right of a state to regulate 
insurance companies and practices but in no way held that the federal 
government had no authority over insurance or that federal laws apply- 
ing to interstate commerce did not apply to insurance. The minority 
justices on the other hand maintained insistently that their colleagues 
had overruled Paul vs. Virginia. 

Unquestionably the majority justices were greatly impressed by the 
size and importance of the insurance business. The government had 
made quite a point of this in its argument and Justice Black opened 
his opinion with a description of the business which under other circum- 
stances would have been very pleasing to insurance men. He and the 
3 justices who sided with him undoubtedly were influenced strongly 
by a feeling—perhaps unexpressed in words—that no business as large, 
as nationwide and as important as fire insurance should be free from 
regulation by the federal government. And recalling the axiom of Mr. 
Dooley that the Supreme Court keeps an eye on the election returns, 
it would be rash to deny that the majority of the electorate probably 
feels the same way. 

The balance of Justice Black’s opinion held that fire insurance by its 
very nature and by its effect on business is commerce and that the 
statement in Paul vs. Virginia was an irrelevant dictum. He then 
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argued—and this seemed an important point to the justices on both 
sides—that there was no intent in the anti-trust laws to exclude insur- 
ance, therefore it should be subject to these laws. He closed his opinion 
with a statement that the fears of many that this decision would upset 
state supervision and cause chaos in the insurance business were un- 
founded. This amounted to a tacit approval of part of the government’s 
argument, Attorney-General Biddle having repeatedly expressed no 
hostility to state supervision and no desire to upset it. 

The dissenting opinions were equally interesting and productive of 
argument. The Stone-Frankfurter opinion showed no inclination to 
free insurance entirely from federal regulation. It opened with a specific 
statement to the contrary. From there the chief justice argued that 
insurance is not commerce and maintained that the government could 
win only by a reversal of the established law in Paul vs. Virginia, which 
he did not support. 

Like Justice Black, Chief Justice Stone attached great importance to 
the question whether the anti-trust laws were intended to include insur- 
ance. He maintained that there was no such intent and that Congres 
should amend these laws if it should wish insurance to be subject to them. 

The finale of the Stone-Frankfurter dissent was a warning that the 
decision would undermine the whole business, throw state supervision 
in jeopardy, require an entirely new inquiry into every federal law and 
endanger state revenues raised by insurance taxation. 

Justice Jackson’s dissent approached the matter from an entirely 
different angle. He said that he personally thought the decisions in 
Paul vs. Virginia and the succeeding cases were wrong—that in his 
opinion insurance is commerce and never should have been held other- 
wise. But after 75 years he did not believe in changing the established 
rules and hence he felt the majority justices were wrong. He also pointed 
out the confusion which this decision was bound to cause and was even 
more specific than Chief Justice Stone in the matter of state taxes. 

Because many insurance men have objected to 4 justices—a minority 
of the entire court—reversing established law, it seems only fair to 
point out that at least 6 justices held that insurance was subject to some 
degree of federal control. In the Polish National Alliance case, 8 held 
a federal law applicable to insurance. The difference seems mainly to 
be one of degree. In view of the space which two of the opinions devoted 
to the question of whether the anti-trust laws were intended to apply to 
insurance, a student of jurisprudence might well conclude that the 
S. E. U. A. case represents but another incident in the current Supreme 
Court feud over whether a statute should be construed with a view to 
determining what was intended when it was passed or what the law- 
makers would have intended had they passed it under present conditions. 
The “living statute” argument is a current favorite topic of Supreme 
Court commentators and it would not be surprising if these men include 
the S. E. U. A. case in future discussions. 
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LEGISLATIVE STEPS 


However interesting the theories bearing on the S. E. U. A. decision 
insurance men were most concerned with the practical question of: what 
next? There was a short-lived hope that the Supreme Court might be 
induced to rehear the case, perhaps with Justices Reed and Roberts 
consenting to take part, but the petition for rehearing was eventually 
rejected without comment. 

The cold fact of the S. E. U. A. decision was that insurance did not 
know where it stood at law. Since insurance had been held to be com- 
merce, every interstate insurance activity could automatically come 
under every federal law touching interstate commerce—yet no such law 
referred specifically to insurance. An important question for example 
is whether insurance comes under the jurisdiction of the Federal Trade 
Commission. Also every state law affecting insurance is open to the 
question of whether it constitutes an unreasonable burden on interstate 
commerce. In this class are tax laws—most states impose a lower tax 
on domestic companies than on carriers of other states—countersignature 
laws, license and fee requirements, etc. And a big question is whether 
rating bureaus are not illegal combinations in restraint of trade. 

The one beacon light for the insurance business was the Supreme 
Court case of Parker vs. Brown, 317 U. S. 341, in which the anti-trust 
laws were held not to apply to a California raisin growers association 
which had been authorized by state laws to act for its members. Justice 
Jackson in this case had held that, even though a field of activity might 
be in interstate commerce, failure of Congress to act on any particular 
aspect left the states free to regulate that aspect. This case had been 
cited by the government in its argument in the S. E. U. A. case that a 
reversal of Paul vs. Virginia would not upset state supervision. One of 
the most interesting occurrences during the hearing of the S. E. U. A. 
case was an argument between Attorney-General Biddle and Justice 
Jackson on the meaning of the latter’s opinion, the justice pointing out 
that Parker vs. Brown should apply only if Congressional law specifically 
contemplated state legislation. 

Obviously the Supreme Court had passed the ball to Congress, and 
the eyes of the insurance world turned to Capitol Hill. Even before 
the S.E.U.A. case was argued one insurance group had started its 
efforts there. 

Tue BaiLey-Wa.TER BILLs 


In 1943, while the S. E. U. A. case was still pending, two identical 
bills, backed by stock fire insurance interests, were introduced into 
Congress. Each provided simply that nothing in the Sherman and 
Clayton Acts (the anti-trust laws) should apply to insurance. Senator 
Bailey and the late Senator Van Nuys introduced the Senate version 
and Congressmen Hancock and Walter the House bill. Because the 
first hearings took place before Senate committees, the Bailey-Van Nuys 
bill became the better known. After the death of Senator Van Nuys 
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and the passage by the House of the Hancock-Walter bill, the two were 
consolidated in insurance thinking and toward the end the House bill 
came to be generally known as the Bailey-Walter bill. 

The Insurance Executives Association and the National Board of Fire 
Underwriters were the principal backers of these bills, which were 
eventually also backed by the National Association of Insurance Agents 
and its component state associations. The mutual companies never 
favored them and the life insurance companies remained entirely aloof. 
While the Association of Casualty and Surety Executives finally endorsed 
them and several executives of stock casualty companies spoke strongly 
for them, these bills were always predominantly identified with stock 
fire insurance. 

Hearings before the Senate Judiciary Committee brought out strong 
opposition and strong support, with Attorney-General Biddle appearing 
personally to oppose the Senate version. For the first time in history 
the daily papers became interested in fire insurance. In general the 
attitude of newspapers and columnists toward the bills varied inversely 
with their attitude toward the Roosevelt administration. There can be 
no doubt but that many senators and representatives were strongly 
impressed by the messages received from insurance men, the first national 
demonstration of the latent political power of the organized insurance 
business, particularly of the agents. 

The Senate bill never came to a vote, though it was the subject 
of numerous hearings before committees and sub-committees. The 
S. E. U. A. decision naturally aroused renewed appeals for the passage 
of this legislation and just prior to its summer recess late in June and 
almost on the heels of the Supreme Court decision, the House passed 
the Hancock-Walter bill by a 5 to 1 vote. This sent the bill to the 
Senate and the original Senate bill was forgotten. Attempts were made 
to get a vote in the Senate but by fall other proposals had made their 
way to Congress. Despite repeated efforts the Senate, in a hectic post- 
election session, distraught with war problems, never voted on this bill. 
Many observers believed it would have passed by a large majority had 
a vote been taken, but few dared to guess whether both houses would 
have repassed it over an expected presidential veto. That is an insurance 
question of 1944 which can never be answered. 


THE COMMISSIONERS’ PROGRAM 


The states were just as deeply concerned with the situation as the 
insurance companies. Millions of dollars of annual tax revenue and an 
elaborate system of state supervision were obviously at stake. This con- 
cern was shown by the fact that over 20 states joined in a brief filed 
in the S. E. U. A. case and over 30 joined in the petition for rehearing. 
The primary responsibility for meeting the situation fell on the National 
Association of Insurance Commissioners, which took prompt steps to 
discharge its obligation. 
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Late in August the commissioners’ special subcommittee on federal 
legislation met in Chicago, followed by a meeting of the executive com- 
mittee in St. Louis. More meetings in Chicago followed during the fall, 
leading up to the regular meeting of the Association in New York early 
in December. At each of these meetings representatives of the various 
branches of the insurance business were heard and eventually there 
evolved a legislative program which was adopted, at least in its essentials, 
by Congress early in 1945. 

Practically every insurance group discussed the subject. Proposals 
varied from an attempt to amend the federal constitution to simple 
support of the Bailey-Walter bill. 

The commissioners had two important tasks: first, to find out what 
was needed or at least imperative; second, to get all branches of the 
business into some agreement on the essentials. They recognized, as 
did most observers, that serious factional differences would ruin the 
chance for passage of almost any legislation desired by the business and 
would give proponents of outright federal control an almost unanswer- 
able argument. Thus while many of the sessions were repetitive, each 
undoubtedly served its purpose of bringing more light on the subject 
and bringing the various elements closer to agreement. 

From the outset the majority of commissioners were not in favor of 
the Bailey-Walter bill. From a negative viewpoint they did not believe 
insurance as a matter of public policy should be given an outright 
exemption from the anti-trust laws. On the positive side they felt it 
did not answer many perplexing and important questions. Parker vs. 
Brown had made it apparent that affirmative Congressional action was 
needed to save state supervision and, possibly, state taxation. Like- 
wise they felt that the Bailey-Walter bill did not refer in any way to 
the possible effects on insurance of the Federal Trade Commission Act 
and the Robinson-Patman Act. The latter, with its prohibition of pay- 
ment of commission to brokers and various other accepted practices in 
the insurance business, was regarded as particularly dangerous. 

At St. Louis the commissioners’ executive committee approved a four 
point program. The balance of the meetings was devoted to drafting 
proposed legislation expressing the program and in seeking to reconcile 
differences between the various factions. The points of this program were: 

1. An affirmative statement that Congress intended supervision 
of insurance to be left in the states. 

2. A “breathing spell,” involving temporary suspension of the 
Sherman and Clayton anti-trust laws as to insurance, per- 
mitting the states to examine their present laws, especially 
as to rating machinery, and to revise them in recognition of 
the present situation, and to be followed by authorization 
of such cooperative practices as are in the public interest. 

3. Amendment of the Robinson-Patman Act to exclude insur- 
ance from its application. 

. Similar amendment of the Federal Trade Commission Act. 
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The bill drafted by the commissioners’ subcommittee, after countless 
rewritings, followed along these lines. The members finally concluded 
that it was impossible in the time available to discover and define all 
the cooperative practices which should be authorized, so they asked for 
a moratorium on the anti-trust laws to permit this matter to be studied 
fully. This was particularly true of the Clayton Act, with its pro- 
hibition of interlocking directorates and other methods of controlling 
corporations, which would strike at the established insurance procedures 
of operating subsidiary and affiliated carriers. The final draft, in asking 
for a moratorium from the anti-trust laws, provided that this should 
not apply to “boycott, coercion or intimidation.” 

The principal dissent from the commissioners’ views came from the 
stock fire companies. They were willing to go along with the other 
proposals, but they urgentiy desired both permanent and complete 
exemption from the anti-trust laws. At the very least they ‘felt that 
the “breathing spell” should completely exempt them during its period. 
At a combined meeting of representatives of the Insurance Executives 
Association, National Board of Fire Underwriters, Association of Casu- 
alty and Surety Executives and National Association of Insurance 
Agents, the agents after extended debate backed this stand, though not 
unanimously. Finally in the closing days of the Congressional session, 
the fire companies gave in and endorsed the commissioners’ proposals 
in substance. Congress however adjourned without taking action, and 
the matter went over to the new Congress. 


LaTEst LEGISLATION 


Early this year, after debates, committee hearings and compromises, 
both houses of Congress passed and President Roosevelt signed a bill 
which, in general principles, follows the recommendations of the com- 
missioners. After stating that regulation and taxation of insurance by 
the states is in the public interest and that silence by Congress shall 
not be construed to hamper this, it provides: 


1. That insurance is subject to state laws regulating and 
taxing it. 

2. That no federal law shall supersede a state law regulating 
or taxing insurance; except that after January 1, 1948 
the Sherman, Clayton and Federal Trade Commission Acts 
shall apply to insurance to the extent that the business is 
not regulated by state law. 

3. That the Sherman, Clayton, Federal Trade Commission 
and Robinson-Patman Acts shall not apply to insurance 
until January 1, 1948. 

4. But however that the Sherman Act shall apply during this 
moratorium period to any “agreement to” or “act of boy- 

cott, coercion or intimidation.” 
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5. That the National Labor Relations, Fair Labor Standards 
and Merchant Marine Acts shall continuously apply to 
insurance. (Not an important point. The commissioners 
had so recommended as to the first two laws.) 


The most important difference between the law as enacted and the 
recommendations of the commissioners was the failure to provide for 
complete exemption from the Federal Trade Commission Act. As the 
law stands now there is nothing to prevent the Federal Trade Commis- 
sion from stepping into the insurance picture beginning in 1948, if it 
feels any practices exist which are not covered by state laws. Probably— 
though this is by no means certain—the Federal Trade Commission 
under the present law will have no authority over the structure of 
insurance organizations but it certainly will have over the marketing 
of insurance. 

Another difference is that the exemption from the Robinson-Patman 
Act expires with the anti-trust moratorium, January 1, 1948. This 
however is not regarded as serious, as there will undoubtedly be more 
consideration of insurance in Congress long before then and plenty of 
opportunity to adjust the matter. 

The bill was a compromise but all parties concerned seemed satisfied 
that they had gotten the best law possible under the circumstances. 
Even those who had pairted a dire picture of doom and chaos should 
their favorite proposal fail of enactment seemed willing and able to 
continue business under the new law. 


Tue Future Course 


In signing the bill President Roosevelt, undoubtedly at the request 
of Attorney-General Biddle, issued a statement that the intent of the 
bill is to give the -states a chance to revise their laws into harmony 
with the situation created by the S. E. U. A. decision. An attempt to 
get a similar statement into the law failed in Congress. While the 
President’s statement is scarcely a judicial construction of the law, it 
leaves no doubt that federal administrative officials will adopt that 
attitude in future cases, at least as long as the present administration 
is in power." 

At present writing there have been no developments in the S. E. U. A. 
case since it was sent back to Atlanta for trial. Mr. Biddle once stated 
that the prosecution would be dropped in view of developments, but as 
far as the writer knows no official move has been made up to now to 
drop the case. It seems highly improbable that there will be a vigorous 
criminal prosecution but it is possible that a civil suit may be substi- 
tuted, ending in a consent decree. 


1 This was written before President Roosevelt’s death. It is too early in 
President Truman’s administration to draw conclusions as to possible changes. 
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The states face a tremendous legislative problem, the more complicated 
because no one can say exactly what is the right answer. Not only are 
the positive federal laws to be considered, but there is also the question 
of the fate of laws and practices which may be held unreasonable burdens 
on interstate commerce. In this class are countersignature and com- 
mission laws, affecting the writing of insurance on interstate risks. 
Shortly after the S. E.U.A. decision a lower federal court held the 
Idaho countersignature law unconstitutional as a burden on interstate 
commerce. This law required payment of a large share of the com- 
mission to the countersigning local agent in the state. The case will 
undoubtedly be appealed and may provide a standard to judge the 
laws of other states. 

A number of states have already revised their tax laws to impose 
the same premium taxes and other fees on all insurance companies, 
domestic and foreign. Unless some state attorney-general advises taking 
up a test case on this point, all states will probably eventually do so. 
In the meantime some companies are facing difficult decisions as to 
their course of action in states which have not changed their laws. 
Company officials, friendly to and hoping to preserve state supervision, 
naturally dislike to start suits or to pay taxes under protest at present, 
and yet there is the possibility of officers and directors being held per- 
sonally liable to stockholders and policyholders if they pay illegal taxes. 
Some states have helped this situation by passing laws relieving officers 
and directors of domestic companies of liability under these circumstances. 

The question of rating laws is more complicated and deserves an 
article by itself. As the present law reads it seems each state must 
authorize and in some way regulate every attempt at concerted rating 
efforts ; otherwise they will constitute illegal price-fixing under the anti- 
trust laws. Up to 1944 probably no state had sufficiently comprehensive 
statutes on its books; that is, comprehensive enough to cover the entire 
field of property and casualty insurance. A number of rating laws were 
passed during 1944, many of them very stringent, and many more are 
being introduced at present. The Association of Casualty and Surety 
Executives has recently released a thorough and comprehensive study 
on a model rating law. 

It is the writer’s belief and recommendation that a thorough study 
of the rating law situation would be worth ample space in the next 
issue of this Journal. By that time the situation will probably have 
cleared to some extent and more reliable conclusions will be possible. 

It is the belief of many observers that comparatively few states will 
attempt a complete overhauling of their laws this year. The 1948 
deadline will give all states at least one more legislative session for 
action and the tendency in many states seems to be to study the situa- 
tion more carefully and observe what other states are doing. Very 
probably the next meeting of the National Association of Insurance 
Commissioners will feature this subject. 
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INTERNAL STEPS 


One of the practices complained of in the S. E. U. A. case was prac- 
tically obsolete by the end of 1944. That was “separation,” the rule 
that companies which are members of an association shall not appoint 
agents who represent non-member companies. Intended primarily as 
protection against companies which paid higher commissions on “pre- 
ferred” business—mostly that in the dwelling class—separation was 
probably on its way out, although the S. E. U. A. case undoubtedly 
hastened its demise. The obvious determination of supervising authori- 
ties to squeeze excess profits out of the dwelling business—witnessed by 
the series of rate reductions and broadenings of coverage in this class— 
seems destined sooner or later to make excess commissions impossible 
and thus make separation unnecessary. In many socalled excepted cities 
it never existed or had not existed for a long time. As far as can be 
determined now, the end of this practice has not caused any important 
changes in agency representation or been upsetting in any way. Conceiv- 
ably it may be a challenge to smaller association companies which 
have not provided much in the way of agency service, but which have 
managed to write a reasonable volume of business through agencies 
which needed additional companies for capacity and were restrained by 
separation from going outside association ranks. 

Several organizations also met the S. E. U. A. decision by abandoning 
their rules against reinsurance with non-members. The status of “in or 
out” and similar rules of agents’ associations may have to be decided 
eventually. Under these rules no member is allowed to represent a 
company which, through itself or through an affiliate, is represented 
by a non-member agent. There will probably be decisions seeking to 
define the fine line between qualifications for membership and agree- 
ments in restraint of trade. 

In passing, it seems worth pointing out that nearly all insurance 
organizations are reaching a stage of size and importance where many 
of their activities must be examined in the light of the public welfare. 
More and more are they assuming important roles in regulating and 
educating the members of the business and, by an unrepealable social 
and economic law, their public responsibility grows accordingly. Insur- 
ance organizations are not alone in this stage—organizations as far 
apart as the American Medical Association and labor unions are facing 
similar problems. 


OTHER DEVELOPMENTS 


While the S. E.U. A. case has taken up most of the space for the 
review of the year, there were other developments which must not be 
omitted entirely. The 1943 New York standard fire policy progressed 
through the country at an amazing rate. In answer to the old charges 
that uniformity was impossible without federal supervision, the new 
policy was put in force during 1944 in every state in which another 
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policy was not prescribed by law, with the sole exception of Kansas. 
By early 1945, after several legislatures had adopted it, the new policy 
was either in force or mandatory at a future date in 35 states, two 
territories and the District of Columbia, a far greater uniformity than 
had ever been achieved previously. Several more legislatures will un- 
doubtedly adopt it during 1945. 

A general broadening of fire and casualty coverages took place during 
the year. Notable from the view of uniformity and broadened coverage 
was the new dwelling and contents form, which was recommended early 
in the year by an inter-regional committee under the auspices of the 
Insurance Executives Association. This form was quickly adopted in 
nearly all states. The extended coverage endorsement was also broadened 
on a uniform basis. In the casualty field the comprehensive personal 
liability policy was a major and successful innovation. 

Reductions in rates, particularly fire rates in the dwelling class, 
occurred in many states and others-are in the offing. Losses increased 
materially, due to such wartime factors as wornout property, difficulty 
of maintaining proper housekeeping, increased values and inflated repair 
costs. The Atlantic Coast hurricane demonstrated the spread of broad- 
ened insurance coverages. Although the total damage was much less 
than that of the 1938 disaster, the number of insurance claims was 
vastly increased, almost entirely as a result of the wide sale of the 
extended coverage endorsement. 

While final figures are not available at this writing, the experience 
on fire and allied lines, including automobile fire coverages, will un- 
doubtedly be considerably worse than in 1943 and previous years. In 
casualty insurance, including automobile and workmen’s compensation, 
experience has apparently continued favorable. Compensation premiums 
are clearly down from their wartime peaks and future experience is a 
large question mark. 

The property and casualty insurance offices of the armed services 
continued their work of handling the problems arising out of govern- 
ment contracts, although the virtual completion of the war plant building 
program permitted reduction of their staffs and the return of a number 
of insurance men to civilian life. It will undoubtedly be several years 
after the conclusion of hostilities on both sides of the world before these 
departments can be fully liquidated—and their great story told in full. 


BROADENING OF UNDERWRITING POWERS 


Had it not been for the S. E. U. A. case, the big property and casualty 
insurance story of 1944 would undoubtedly have been the interest in 
broadening the underwriting powers of companies: the possibility of 
permitting fire insurance companies to write casualty lines and vice 
versa. This is still an unfinished chapter but it seems certain to make 
an impression on the business. 

In 1943 the National Association of Insurance Commissioners, which 
had studied the matter through a committee for some time, called in a 
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committee of leading executives to work on the subject. Headed by 
John M. Diemand, president of the Insurance Company of North Amer- 
ica and its affiliates, the group came to be known as the Diemand 
Committee. Its final recommendations were that there was no need and 
no reason to permit companies to mix life insurance with property and 
casualty lines but that other broadenings might well be authorized. The 
committee recommended 5 specific broadenings: (1) permitting fire 
and casualty companies to write multiple coverages outside the United 
States; (2) permitting fire, marine, casualty and surety companies to 
reinsure each other; (3) permitting all types of carriers to write com- 
prehensive automobile insurance; (4) the same of the personal ‘property 
floater and (5) of aviation policies. 

In the opinion of some the Diemand Committee’s proposals represent 
only the minimum and even more broadening will eventually occur. 
Currently most states and most commissioners are too busy with 
problems raised by the S. E. U. A. case to pay much attention to this 
matter, but as the post-war period approaches and American insurers 
must decide whether they will try to follow American trade into 
foreign countries, these proposals, particularly the first, will soon demand 
serious attention. , 





SOCIAL INSURANCE 


By W. R. WILLiamson 
Actuarial Consultant, Social Security Board * 


I. 1944—A Year or REORIENTATION IN SocraL INSURANCE 


The social security decade from 1934 to 1944 was marked by the 
initial analysis on the part of the Committee on Economic Security in 
1934 and 1935, the enactment of the initial legislation in August 1935, 
the prompt establishment of the Social Security Board in that same 
year; a very rapid period of state legislation for unemployment com- 
pensation and public assistance and the federal amendments of 1939. 
The federal organization of old-age benefits established ;several hundred 
field offices throughout the country. The federal service to these 
offices and to the states administering unemployment compensation 
and public assistance was developed through 12 regional offices (now 
reduced to 11). About the time the war began, the Social Secur- 
ity Board had, in accordance with its assigned responsibility to study 
all forms of social insurance including health insurance, developed 
tentative recommendations for a unified social security program parallel- 
ing to some extent the unified approach of the Beveridge Report. The 
war shifted the focus of attention to the necessities of the moment. 
The proposals successively embraced by the Eliot Bill and by the 
Wagner-Murray-Dingell Bill have stimulated discussion and have forced 
appraisals in many diverse fields. 

Most stimulating to the analysts has been the issuance of the Beveridge 
Report and the White Paper on Social Security in Great Britain, the 
popularization of reports on the New Zealand social security system 
and certain debates in Canada on the Marsh and Heagerty reports. 
These three Anglo-Saxon approaches to social security have moved away 
from the deferred benefit structure typifying the Continental handling 
of social insurance and seem to have thought in national terms, 
rather than in terms of coverage limited to. wage and salaried workers. 
Probably, too, the war, with its emphasis on the United Nations and 
the inter-relation between the nations has carried further this willing- 
ness to understand what other nations are doing, or trying to do, and 
to advance the serious efforts of thoughtful persons to maintain all that 
is truly American in our system, in combination with elements truly 
social or national in other systems. 

The Social Security Board and all its bureaus and service offices have 
uninterruptedly continued their studies and have held conferences par- 
ticularly in the field of health. Members of the various staffs have 

* The opinions expressed in this article are those of the writer and do not 
necessarily represent the official views of the Social Security Board. 
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participated in other conferences. The subsequent discussion is concerned 
however with matters of interest outside the Board. 

The following 1944 situations and events are pertinent to this sense 
of orientation : 


1. Pension Plans. 

Employers have been forced to decide as clearly as possible what 
old-age and survivors insurance really meant to them, because employer 
pension plans were being reviewed by the Bureau of Internal Revenue for: 

1. Avoidance of discrimination between employees of the 
same firm. 

2. “Integration” with old-age and survivors insurance. 

3. Tax deductibility of employer contributions. 

By early 1945 over 7,000 pension plans had been approved by the 
Bureau of Internal Revenue as to the first two requirements. 


2. Wage Regulation. 

Salary stabilization requirements and the freezing of jobs have both 
directed attention to the economic relationships which develop from 
supplements to income in the form of employer programs of insurance 
or pensions and supplements in the form of social insurance. Employers 
have had to think about the relation of national, state and employer 
welfare programs to wage rates. 


3. Ratlroad Retirement. 

A special pension program under governmental direction is the Rail- 
road Retirement plan. In the summer of 1944 a recommended expansion 
of this plan, including retirement benefits, survivors benefits, expanded 
unemployment compensation benefits, temporary disability benefits and 
liberalized invalidity benefits was designated as the Railroad Social 
Insurance Bill. This raises questions as to the definition of “social 
insurance” and whether it is desirable for a single industry to secure 
benefits under federal legislation larger than provided for other indus- 
tries. A less comprehensive bill without the social insurance designation 
has recently been the subject of hearings before the House Committee 
on Foreign and Interstate Commerce. 

There is no clear evidence that those concerned—employees, employers 
and the Railroad Retirement Board—have reached agreement as to the 
appropriate objectives of such a program, or on the details to be followed 
in meeting these so far not too well-defined objectives. Railroad Social 
Insurance by Dr. Rainard B. Robbins has just been published by the 
American Enterprise Association. It vigorously raises the question of 
“Favored Treatment versus Uniform Social Insurance.” 


4. Position of Organized Labor. 

The American Federation of Labor, the original sponsor of the 
Wagner-Murray-Dingell Bill, in Labor's Monthly Survey of October 
1943, had indicated labor’s willingness to pay a 6 per cent tax toward 
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the benefits but had said that “Congress must of course adjust other 
taxes on incomes under $3,000 so as to permit workers to pay the 
6 per cent without beimg over-burdened.” The A. F. of L. now gives 
evidence of reaching more maturity in wishing to know more adequately 
above deferred costs. The C. I. 0. has both backed the Wagner-Murray- 
Dingell Bill and simultaneously argued for $60 at age 60. Both groups 
seem to be learning that rights carry corresponding responsibilities and 
are discussing costs as well as benefits. 

5. The Taz Foundation. 

A most interesting report on the costs of social security was pre- 
pared by the Tax Foundation of New York City. This organization is 
apparently backed by employers. It has made the first comprehensive 
cost analysis of social security in the United States by a non-govern- 
mental agency. The report brings out vividly the difficulties which face 
those attempting cost analysis. It points up the failure to reach general 
agreement on social security, bringing out the wide range of possible 
definitions of terms like security, insurance and vested right by using 
single illustrative cost examples. Analysis of their report suggests to 
the informed reader the wide range of possible costs under all these 
programs. It raises many important questions. 


6. Professor Bakke. 


An excellent translation of the general viewpoint of the Beveridge 
approach to social security to meet American conditions was made by 
Professor Wight Bakke in The Yale Review of the summer of 1944. 
This article presents most effectively the case for a true floor of pro- 
tection and a floor which is currently dependable, rather than a deferred 
system built for the distant future. 


7. The United States Chamber of Commerce. 


Business and industry, as represented in the United States Chamber 
of Commerce, have sponsored a study on social insurance, developed 
through the use of questionnaires sent broadcast to a large number of 
employer members. In January 1945 the U. S. Chamber of Commerce 
held a conference on Health Insurance and Medical Care, which 
attempted to assign specific fields to social security and to privately 
administered voluntary coverage. 


8. Committee on Economic Development and Related Programs. 
Various committees, starting with the acceptance of the necessity to 
budget for our federal tax responsibilities, have moved into a considera- 
tion of an economic climate favorable to the greatest possible develop- 
ment of jobs. This inherently includes—though many of the reports 
have specifically excluded—a consideration of social insurance. Since 
the benefits carried by the Wagner-Murray-Dingell Bill could possibly 
eventually require one-fifth of national wage and salary income, they 
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might involve greater sums than for all other federal responsibilities 
taken together. 

These reports are valuable in focusing attention on the relative 
importance of continuity of employment to minimize the need for 
compensation in the absence of employment. 


9. National Planning Association. 

The National Planning Association, with committees representing 
agriculture, business and labor, points out in a pamphlet the limited 
financial allotments to date for social security and urges a better bal- 
anced, more comprehensive program in the interests of the whole nation. 


10. Other Reseaych Foundation Studies. 

Most valuable in developing cost factors as the National Bureau of 
Economie Research has been, it seems to have avoided any specific 
studies in the field of social security. 

On the other hand the Rockefeller Foundation, through the Social 
Science Research Council, has contributed numerous volumes analyz- 
ing certain aspects of social security. It may be said that they have 
attempted no synthesis of social security thinking. They seem to have 
avoided the insurance or actuarial aspects. No other foundation seems 
potentially in a position to achieve so much constructive analysis. 

Certain other foundations have dealt with related aspects of social 
security ; for example the Twentieth Century Fund, in its series of books 
by Stuart Chase, the last appearing in early 1945 entitled Democracy 
Under Pressure. The studies are accounting-minded and budget-minded, 
and frequently point specifically to social security as one of the channels 
through which the nation budgets incomes to the jobless aged, orphan 
children, the chronically disabled, widowed mothers, the unemployed 
and the sick. These studies imply, as was the case with the Wight Bakke 
Yale Review paper, that we are all good citizens and prepared to budget 
for these social objectives. 


11. Banks and Financial Houses. 

The National City Bank discussed the 1944 tax freeze debate in 
Congress. 

12. The Medical and Health Profession. 

During 1944 there has been probably more talk about medical care 
and health insurance than in any previous year in the United States. 
The background of the Committee on the Costs of Medical Care has 
long been recognized as a sort of starting point. Students such as Dr. 
Kingsley Roberts, Dr. Michael Davis and Dr. Allan Butler have been 
carrying their studies further, and the Public Health Service and the 
American Public Health Association have joined with the Social Security 
Board in setting down principles as to the supply of medical care to 
the entire body of the American people. The American Medical Asso- 
ciation has sponsored certain subordinate associations (like the National 
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Physicians Committee) designed to study ways of providing cooperative 
medical care, and of handling medical care on a periodic payment basis, 
sometimes called insurance. Conferences on health and industrial medi- 
cine have been developed by the Industrial Hygiene Foundation of 
Pittsburgh ; representatives of industry, insurance, medicine and research 
organizations attended a panel discussion in 1944. The U. S. Chamber 
of Commerce session referred to above was to some extent coordinated 
with the work of the Industrial Hygiene Foundation. _ Representatives 
of the American Medical Association held a conference in New York 
with representatives of the insurance business. The American Medical 
Association has apparently made its studies available to the American 
Bar Association, the health and accident companies and others. Dentists, 
pediatricians, nurses and public health officers have all been most active 
in attempting to understand the scope of their respective services to 
know how far these services would need to be developed to avoid federal 
direction of plans or alternatively how to qualify under federal plans. 
Most interesting is the Health Program Conference report prepared by 
Dr. Michael Davis and 28 others, Principles of a Nation-wide Health 
Program (New York), Committee on Research in Medical Economics. 

Considerable progress still needs to be made in mapping out a tenta- 
tive tabulation of American citizens distributed by presumptive degree 
of impairment and the extent of need for medical care. By the end of 
the year the scope of tabulated data showed the relative incompleteness 
of our knowledge of actual conditions and the small proportion of 
the national income apparently required for a much expanded health 
organization for the nation. 


13. Blue Cross, Blue Shield and Similar Organizations. 


The provision of hospitalization benefits to large urban groups through 
the Blue Cross program developed rapidly in spite of the serious handi- 
caps facing every hospital in servicing its clientele. Sixteen or 17 million 
persons are using this service in early 1945. An associated organization 
to supplement hospitalization by provision of surgical benefits and 
medical care seems to be in process of development. 


14. Health and Accident Insurance. 

Many of the health and accident companies organized under the 
Health and Accident Underwriters Conference have become so interested 
in the problems of social insurance as they apply to their business that 
they have organized a subsidiary group called The Insurance Economics 
Society of America, and more recently the Research Council for Eco- 
nomic Security. The scope of their analysis has been much wider than 
health insurance. One pamphlet by the Research Council for Economic 
Security is entitled Social Security—Past, Present, and Future. This 
raises many very basic points commonly omitted in discussions of social 
security. The most basic is the contrasting of social security and free 
enterprise, instead of considering them complementary. 
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Whether or not needing to know about social security has forced 
this, the accident and health companies are better informed about their 
business than in the past. In differentiating more clearly among various 
types of insurance, such as ordinary life, industrial, individual annuities, 
group annuities, pension trusts and so forth, both the similarities and 
the differences between these limited enterprises and broad governmental 
projects become clearer. A committee of the Casualty Actuarial Society 
is studying social insurance. Professor Blanchard of Columbia Univer- 
sity, representing the Bureau of Research and Statistics of the Social 
Security Board and in cooperation with the health and accident com- 
panies, is carrying forward a study of the health and accident business, 
developing a range of information concerning that business not hereto- 
fore available. It is an example of the value of ‘cooperative research 
between business and government. 


15. The Life Insurance Profession. 

From the time of the organization of the Committee on Economic 
Security staff for the study of social insurance, individuals from the 
life insurance business have been in touch with social insurance develop- 
ment. To some extent the companies have been a factor in helping to 
develop social security standards and techniques. It was not however 
until 1944 (published February 1945) that a report sponsored by the 
life insurance business was published under the joint auspices of com- 
mittees of the American Life Convention, the Life Insurance Association 
of America and the National Association of Life Underwriters. The 
report attempts to be completely disinterested and to view the program 
of social security from the standpoint of the American public. It favors 
a subsistence level of benefit, a higher minimum benefit but no advance 
in maximum benefit in old-age and survivors insurance ; the introduction 
of benefits for total and permanent disability at age 55 but not for 
lower ages; the maintenance of unemployment insurance at the state 
rather than the federal level; the further study of health insurance 
before temporary disability, hospitalization or medical care are handled 
governmentally. The statement, like most of those prepared outside 
governmental circles, is only modestly critical of the many complexities 
inherent in the formulas now in effect. 


16. College Teachers. 

In addition to men previously named, many men in the field of 
college teaching, such as Professor Witte of Wisconsin, Professors Haber 
and Sinai of the University of Michigan and Professor Kulp of the 
Wharton School, continue their studies of social security. 


17. Louis E. Pink. 

Ex-Insurance Superintendent Pink has written Freedom from Fear, 
a valuable book on social security which in many ways sums up the 
many views of other groups but adds the personal viewpoint of an 
experienced state supervisor of insurance. 
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18. General. 


The literature on social security has reached tremendous volume. 
What is obviously needed and is being recommended in report after 
report is a synthesis of this factual and factional mass. Senator Vanden- 
berg, who has been instrumental in instigating many discussions on 
social security, has presented a resolution to Congress for a Congressional 
Committee on Social Security, possibly drawing on such outside facilities 
as will be needed in order to assure a balance of finance, benefits and 
coverage. Whether this is the signal for an American Beveridge Report 
is not clear. There seems a need for such a synthesis, viewed not from 
the angle of any limited interest group but representing the interest 
of the whole community. Perhaps, since the year 1944 has been a year 
of reorientation, the years of 1945, 1946 and 1947 may be years of 
statesmanship in social security. 


Il. Tue Existine Procram 


1. Federal Old-Age and Survivors Insurance. 


The only purely federal program covers two of the three catastrophic - 
social security needs: jobless old age and dependent survivorship. Early 
in 1945 monthly payments are being made to nearly 600,000 separate 
primary O. A. S. I. beneficiaries: ex-workers, and to their aged wives and 
their aged widows. Nearly 300,000 orphaned children and nearly 100,000 
young widowed mothers are receiving monthly incomes (the latter in 
conjunction with their children’s income benefits). Thus roughly 
1,000,000 recipients receive periodic payments subject to interruption 
when and as the retired person goes back to work or when the young 
widow remarries or takes a job in covered employment or, when the 
older children leave school to go to work. There seem to be approxi- 
mately 10,000,000 aged jobless individuals, the wives or widows of aged 
jobless individuals, orphan children under 18, and widowed mothers of 
such children. So 10 per cent of those who might be called the potential 
beneficiaries of the plan are drawing benefits. There seems a somewhat 
awkward discrimination as we compare the average monthly benefits 
paid in behalf of children and women compared with those paid men. 
Men get around $25 a month each, women in the neighborhood of $20, 
children’s benefits seem to average $11. The long-range situation has 
been developed in Actuarial Study No. 19 prepared by the Office of the 
Actuary of the Social Security Board. 

Invalidity insurance is being recommended by the Social Security 
Board, and even by the life insurance committees at ages above 55. 


2. Public Assistance. 

With federal grants-in-aid to the states monthly benefits are provided 
to 2,000,000 needy aged, 600,000 dependent children and 70,000 irdigent 
blind. These benefits are very similar in average amount for the entire 
country (but vary widely by states) to the benefits furnished under old- 
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age and survivors insurance. Assistance benefits however are furnished 
after the application of needs tests. As an example of state variations, 
the majority of the aged in Virginia get between $10 and $20 a month 
while in California the majority receive over $40 a month. Although 
this categorial assistance is hedged about with many rules it is still relief 
and still rather unsatisfactory to most citizens. 

So far the financing of old-age and survivors insurance has required 
a contribution of 1 per cent of earnings up to $3,000 a year from each 
employee covered and the same amount from the employer. In financing 
public assistance the administration is under state direction, with an 
intent to have the rules uniform throughout the state. In most states 
there is a crudely even division of costs between the state and the federal 
government; some state benefits are so generous that the federal con- 
tribution is considerably less than half the total outlay. 

There are elements of relief in the old-age and survivors program, 
with its potential benefits to aged parents if there are no children and 
wife ; on the other hand assistance benefits move steadily in the direction 
of rights and, when once the benefit has been given, in the direction of 
assuming that whether the individual comes into possession of more 
resources or not his benefit should be continued. 

The following points are to be noted in connection with the two 


plans taken together : 


1. Membership in the armed forces is apt to terminate insured 
status or to lower the effective average wage for benefit 
purposes ; 

2. Many persons are falling just outside the boundary lines 
established for insured status; 

3. Though the number newly qualifying for old-age assistance 
has been dropping and overall family resources have in- 
creased aggregate payments for old-age assistance have 
gone up; 

4. At times there seems to be an escape from depression 
psychology to the affirmative viewpoint of budgeting from 
abundance for recognized potential needs ; 

5. There is a growing enthusiasm for employment rather than 
compensation for unemployment ; 

6. There appear to be no consistent explanations as to the 
division of cost between employee, employer, local, state and 
the federal governments ; 

7. Seventy million persons have covered status and wage 
credits but only 40,000,000 have insured status under old- 
age and survivors insurance. 


3. Unemployment Compensation and Temporary Disability Insurance. 


Unemployment compensation is primarily the concern of the states. 
The smallest payment of unemployment compensation benefits on record 
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occurred in 1944. There is a great deal of discussion as to the need for 
overal! liberalization of the plans. With an average of less than one 
million average unemployed reported for the year, compensation seems 
to have gone to somewhat less than one-fifth of the total. The average 
weekly benefit has moved up from $13.84 in 1943 to $15.90 in 1944. 
Experience rating methods cut receipts by one-third but even with this 
reduced income benefits are using only 5 per cent; for the entire period 
of benefit payment since 1937 approximately one-third of income has 
been disbursed in benefits. 

In one state, Rhode Island, the employees protected under unemploy- 
ment compensation are now protected also under a program of temporary 
disability benefits. Were it not for war conditions the claim ratio would 
seem high. Because of war conditions, less careful selection of employees, 
the employment of more mafried women not recently in the labor 
market, etc., commercial group temporary disability contracts also show 
high rates of disability though not generally so high as in the Rhode 
Island program. 

Whereas the introduction of old-age and survivors insurance seemed 
to stimulate a more comprehensive use of employer retirement programs, 
Rhode Island experience indicates dangerously high benefits where both 
private group and state benefits are paid. The wise integration of basic 
governmental and supplementary employer disability plans remains to 
be worked out. 

Problems facing a combination of temporary unemployment and 
temporary disability benefits are: 


1. Derivation of a truly scientific basis of experience rating. 
One interesting study has been completed in New York by 
the late Harry Winslow, dealing with experience by industry 
and by size of employer’s staff ; 

2. That developing from compensating only 10 or 15 per cent 
of total unemployment under the present coverage system, 
and the formulas utilized ; 

3. State variations in methods and formulas, and the general 
absence of pertinent experience or of actuarial-minded 
research staffs. 


III. Meptcat Care 


No government program of medical care sufficiently broad to be called 
social insurance has been adopted, though at this writing the California 
Legislature is actively considering broad medical care insurance proposals. 


IV. Concivusion 


There is a growing common ground of interest and understanding in 
social insurances. This is in no sense as universal as in the countries 
which have had social insurance for many decades. A larger and larger 
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proportion of informed people are inquiring about social insura. ve. 
There seems no serious recommendation for its abolition. 

To the reviewer in retrospect the national attitude toward provision 
against the threats of jobless old age, dependency following the death 
of the breadwinner and invalidity or chronic disability, shows the 
following pattern: 

1. In 1934 and 1935 only old age grants for ex-employees 
were considered and included in the insurance program ; 

2. Between 1937 and 1939 old-age benefits were translated 
into old-age and survivors insurance with a diffusion of 
benefits among aged ex-workers, their wives and dependent 
children and the survivors, aged widows, young widowed 
mothers and their semi-orphaned children ; 

3. In the near future he believes we will more seriously con- 
sider provision for the third threat of invalidity and expand 
from the negative policy of excluding the large majority of 
potential beneficiaries to a policy of handling all three 
threats in a non-discriminatory, non-capricious, straight- 
forward and simple fashion. 


The overemphasis on postponement, on individual equity, on neither 
furnishing very many benefits today nor saving much money for future 
benefits, should give way to the sort of program envisioned by Miles 
Menander Dawson in 1908 in a paper presented to the International 
Congress of Actuaries meeting in London; in 1944 in this country in 
a paper presented by Manuel Gelles to the Actuarial Society of America ; 
in a proposal made by two actuaries in England, Hayes and Kirten, in 
cooperation with Lady Rhys-Williams. 

The reviewer envisions a simple national program, paying benefits 
to the non-working aged whether they come from the labor market or 
from housekeeping, to orphaned children and their widowed mothers, 
to the chronically disabled, with a simple impact of cost against the 
citizens as a whole. Following the precedent of universal education, 
this would establish floors of protection but leave incentive to working 
citizens and their employers for supplementation by all forms of indi- 
vidual thrift, employer welfare plans, mutual benefit associations and 
unions, and other forms of cooperative provision. This would maintain 
our inherently American attitude of self-reliance but would accept the 
tremendous convenience of basic social budgeting. 




















PART III—ASSOCIATION ACTIVITIES 


REPORT OF THE PRESIDENT 


In my statement as President-elect, on page 74 of last year’s Journal, 
I set forth two principal goals for my term of office. The first was to 
establish an insurance literature award, and the second was to explore 
the possibilities of publishing a quarterly journal soon after the war. 
I was authorized by the Executive Committee on December 21, 1944, 
to announce the establishment of the Elizuar Wright Insurance Literature 
Prize, to be awarded annually to the author of the report, article or 
book rated by the Association as the most outstanding contribution 
to insurance literature during the year. A cash prize of $250, in addi- 
tion to a certificate, was made possible by an anonymous donor whom 
I am permitted to describe only as an outstanding insurance executive 
in the Middie West; he finds adequate satisfaction in merely helping 
to honor those individuals who make outstanding contributions to insur- 
ance literature. The donor further agrees to make this cash award for 
a period of five years provided he continues to live. 

The award for 1944 was made to Mr. Malvin E. Davis, Associate 
Actuary of the Metropolitan Life Insurance Company, for his splendid 
book, Industrial Life Insurance, published in the McGraw-Hill Insur- 
ance Series. On behalf of all the members, I wish to congratulate Mr. 
Davis and express to him our appreciation of his making available to 
students of insurance everywhere a great deal of information about 
industrial life insurance which had previously been accessible only in 
the files of a few large companies. I deem it proper to add a note of 
congratulation to our good friend and former President, Professor Ralph 
H. Blanchard, the general editor of this Insurance Series. Until we can 
have an annual meeting, which may be next December, I believe it would 
be best for the Executive Committee to continue to handle the awarding 
of the Elizur Wright Prize, after soliciting the views of all members. 
One interesting suggestion which we can discuss fully at the annual 
meeting is that the Awards Committee should be composed of the past 
Presidents of the Association. This suggestion has certain drawbacks 
despite its obvious merits. It is unfortunate that we do not make more 
use of the skill and experience of our past Presidents. 

There is little progress to report on my second objective. The problem 
really divided itself into two parts: first, an attempt to increase the sales 
of our present (annual) Journal; second, the development of plans for 
a quarterly journal. There has been some real progress in increasing 
the circulation of the Journal; more copies of this issue will be sent to 
many more insurance companies than of any previous issue. Part of this 
increase is unquestionably due to the high quality of this particular 
(85) 
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issue, edited by C. Arthur Kulp. I should like to thank the following 
persons who have been of great assistance in calling to the attention of 
the members of their group the worthwhile features of ovr Journal. 
In alphabetical order they are: 


Mr. A. V. Gruhn, General Manager, American Mutual Alliance 
(mutual fire and casuality companies) 

Mr. Holgar J. Johnson, President, Institute of Life Insurance 
(life companies ) 

Mr. William Leslie, General Manager, National Bureau of Casualty 
and Surety Underwriters (stock casualty companies) 

Mr. Nels P. Parkinson, Director of Insurance, State of Illinois 
(state insurance commissioners) 

Mr. W. K. Schauffler, Assistant Manager, N aticnal Board of Fire 
Underwriters (stock fire companies) 


Only one of these men, Mr. William Leslie, is a member of our Asso- 
ciation. A substantial number of earlier issues of the Journal have 
been sold. I trust that the publications of our Association will con- 
tinue to merit the support of these outstanding leaders of the various 
insurance groups. 

There is very little to report on the plans for a quarterly journal. 
The United States Supreme Court has given insurance students a great 
deal more to write about ; postwar expansion of insurance, both domestic 
and foreign, alone should stimulate enough good writing to fill the 
pages of a quarterly journal of insurance open to all writers on all 
phases of insurance. My ambition has been to obtain 1,000 prepaid 
subscriptions for a five-year period at the rate of $5.00 a year on a 
when, as and if basis. There is a faint hope that tentative plans may 
be completed by next December which can be presented, after approval 
by the Executive Committee, to the annual meeting for whatever action 
the Association may take. : 

At the end of this report are statements entitled Preparing to Be- 
come a Life Insurance Agent and Preparing to Become a Property 
or Casualty Insurance Agent. These statements were prepared at 
the request of Lt. Col. Carl W. Hansen, AGD, Commandant of the 
U. S. Armed Forces Institute, Madison, Wisconsin, for distribution to 
service men who indicate an interest in correspondence courses in insur- 
ance or a desire to enter the field of insurance after the war. We are 
indebted to Professors David McCahan and Chester A. Kline for the 
former statement and to Professor Harry J. Loman and Mr. John M. 
Breen for the latter. These statements have also been made available 
to Mr. H. V. Stirling, Director of Vocational Rehabilitation and Educa- 
tion Service, Veterans Administration, Washington, D. C. 

A decrease in membership was inevitable during the war but the 
decrease has been moderate. The officers feel that there should be a net 
gain in membership two or three years after the war. The financial drain 
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on the treasury which has occurred will probably be offset by increased 
sales of this and past issues of the Journal, together with some revenue 
from the sale of advertising space to book publishers. 

Undoubtedly the best thing that can happen for the Association is to 
have an annual meeting next December. Secretary Kline is already in 
touch with Professor J. W. Bell, Secretary of the American Economic 
Association, who has usually served as chairman of the group of secre- 
ttaries of the dozen or more learned societies which held their annual 
meetings at the same time and place before the war. At the present 
writing an annual meeting in December seems likely. 

On behalf of the members of the Association I should like to commend 
the officers of the S. S. Huebner Foundation for Insurance Education 
for establishing the Life Insurance Research Awards announced on 
February 26, 1945. These substantial cash prizes, plus publication costs, 
should materially stimulate writing on insurance subjects, especially 
among the young men in the field. Inquiries should be addressed to 
Dr. David McCahan, Executive Director, N. E. Corner 36th and Walnut 
Streets, Philadelphia 4, Pennsylvania. 

We are glad to note the steady progress of the College of Property 
and Casualty Underwriters under the able direction of Dean Harry J. 
Loman. This organization was, you will recall, originally sponsored 
by our Association. 

It was my good fortune to pay my first and only visit to the United 
States Supreme Court on June 5, 1944, and to hear the epoch-making 
decision of the Court in the S. E. U. A. case. I shall not soon forget the 
dissenting opinion of Mr. Justice Jackson. Although dissenting, he clearly 
wrote finis to the legal fiction that “insurance is not commerce.” Even the 
recently-enacted—although ambiguous—bill (Public Law No. 15) pro- 
viding for a “stay of execution” until January 1, 1948, cannot, even if 
the date is subsequently extended, remove the finality of his pronounce- 
ment that Congress can regulate insurance. Although I share his view 
that the majority of the Court were guilty of legislating in this case 
in a field in which Congress had refused to act during the 54 years 
since the Sherman Act was passed in 1890, I believe even more strongly 
than he that the majority opinion will be detrimental to the long-run 
interests of assureds and insurors. Mr. Justice Jackson also predicted 
that a quarter century of litigation and confusion would follow the 
[majority] decision. I rather expect that time will prove this to be a 
gross understatement ; if so, insurance literature will grow by leaps and 
bounds. The opportunity for our Association and our Journal will grow 
apace; meanwhile the burden of this confusion will weigh heavily upon 
the shoulders of company agents and executives and, to an even greater 
extent, upon the state insurance departments. The future, as I see it, 
should afford both manifold difficulties and opportunities. 

I want to thank the members of the Executive Committee for their 
promptness and cooperation in handling the affairs of the Association 
by correspondence. It has been a somewhat lonesome job without the 
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benefit of face-to-face discussion at the annual meeting. Last, on behalf 
of the Executive Committee, as well as of all the members, I want to 
express to Chester A. Kline our deep appreciation of his patient and 
effective labors in serving the Association as Secretary-Treasurer. 

I shall hope to greet all of you in December. 


PREPARING TO BEcoME 4 LiFe INSURANCE AGENT 


General Statement 

To become a life insurance agent, the individual must be 21 years of 
age, enter into a contract with a life insurance company to represent 
that company in a given territory, obtain a license from the state and 
pass an examination if the state so requires. To equip himself for 
handling more complex types of life underwriting cases, the agent needs 
a much greater knowledge than that necessary to obtain a company 
contract and a state license. Recognition of this need has led to the 
development of educational and other standards for life underwriting 
on a professional basis as wel! as a procedure, which is noted later, for 
professional certification. 


Nature of the Work 

A life insurance agent secures prospective purchasers of life insurance, 
interests them in the purchase of contracts of insurance, analyzes their 
needs, recommends the types and amounts of life insurance which are 
best and most practical for filling these needs, assists in arranging 
insurance settlement plans and advises his clients on various other 
financial matters to which their insurance is related. There are many 
different kinds of needs: income for family maintenance, funds for 
education, retirement income, funds for estate settlement, business 
interest liquidation and others. 


General Qualifications and Training Necessary 

There are no special education requirements for selling life insurance, 
although a college education is often advantageous. Life insurance com- 
panies generally demand at least a high school education. 

The life insurance agent must be qualified to do saleswork and work 
with others in the selling process. He must have a genuine interest and 
liking for people, have the ability to get along with them and be suffi- 
ciently well-informed to talk with his clients on almost any subject. 
The agent should have an appreciation of the importance and value of 
insurance and be of good character and reputation so that he creates 
good will and commands public respect. 


Specific Qualifications and Training 
Many life insurance companies provide a training course for the newly 
contracted life insurance agents and thereafter give them supervisory 
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aid. Advanced knowledge is frequently acquired after the agent enters 
the business. Such knowledge must be obtained through self-study, 
company advanced training courses or evening and extension courses 
given by colleges and universities. 

To obtain the professional designation of Chartered Life Underwriter 
(C. L. U.) awarded by the American College of Life Underwriters 
(comparable to the C. P. A. in accounting), the agent must be at least 
a high school graduate or establish the legal equivalency; pass a series 
of 5 comprehensive examinations covering life insurance, economics, 
government, sociology, inheritance taxation, commercial and insurance 
law, law of wills, trusts and estates, corporation finance, banking and 
credit, and investment; and have three years of satisfactory life under- . 
writing experience. This professional designation indicates the holder 
is prepared to render valuable service in the sale of life insurance. 


Correspondence Courses in Insurance 

The United States Armed Forces Institute and several educational 
institutions cooperating with it offer correspondence courses in life insur- 
ance. They also offer courses in other subjects covered by the C. L. U. 
program. Lists of these courses are available on request. These courses 
are given at college level. 

For further information, it is suggested you write to: 

a. The Life Insurance Sales Research Bureau, 115 Broad 
Street, Hartford 5, Connecticut, for pamphlet on Career 
Underwriting a Life Work. 

b. The American College of Life Underwriters, 36th and 
Walnut Streets, Philadelphia 4, Pennsylvania, for informa- 
tion relating to preparation for C. L. U. examinations. 

ce. Any life insurance company you may desire to contact. 


PREPARING TO BECOME A PROPERTY OR CASUALTY 
INSURANCE AGENT 


‘Duties and General Nature of Work 


An insurance agent represents one or more insurance companies for 
the purpose of selling insurance, issuing policies and collecting pre- 
miums. The agent also furnishes to his clients advice and counsel 
concerning insurance matters. His work covers a wide range of activity. 
Specifically, he must: 


1. Seek the prospective purchasers of insurance. 

2. Analyze their needs. 

3. Give advice and recommendation for the appropriate insur- 
ance protection. 


4. See that the suitable policies are prepared, delivered and 
paid for. 
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An insurance agent is an independent operator who owns his own 
business and is compensated by the insurance companies he represents 
by being paid a commission on each policy he sells for them. Some 
insurance companies, however, do not operate on an agency basis, but 
sell through salaried employees. 


Personal Qualifications Needed 

A property and casualty insurance agent must have the qualities 
required of an independent business man with a professional attitude 
toward his work. In other words, he most possess: 


1. Initiative and the will to work without supervision. 

2. The desire and facility to meet strangers. 

3. The ability to analyze and understand technical subject 
matter. 

4. A willingness to study and keep informed. 


Standard Requirements 

A property and casualty insurance agent is licensed by the state in 
which he does business. The customary prerequisites needed to obtain 
a license are: 


An agency contract with an insurance company. 

A minimum age of twenty-one years. 

A good business reputation. 

An understanding of insurance underwriting and the insur- 
ance laws of the state. State Insurance Departments usually 
give an examination in order to determine this. In addi- 
tion, some states require an applicant to submit evidence of 
educational preparation for insurance underwriting. 


Per 3 


Educational Preparation 

Although skill in selling is an essential quality of a property and 
casualty insurance agent, he should also possess a broad business ecuca- 
tion and a large amount of technical insurance knowledge. Insurance 
protection is available for an endless variety of hazards in all kinds of 
business and the insurance contract is a legal document. In order to 
give proper service to his clients an agent must understand business 
problems and he should at the same time understand insurance law and 
general commercial law including the law of agency. 

Specialized knowledge may be obtained through insurance company 
training courses, agency association courses, self-study or courses offered 
by many colleges and universities (day, evening extension or corre- 
spondence). Some colleges of commerce and business administration 
permit degree students to specialize in insurance. 

Agents who possess a high degree, of competence and fulfill certain 
character and experience requirements may qualify for the designation 
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of Chartered Property Casualty Underwriter (C.P.C.U.) awarded by 
the American Institute for Property and Liability Underwriters, Inc. 
To obtain this designation (comparable to a C.P.A. in accounting) 
the agent must pass a series of 5 examinations given by that Institute. 


Correspondence Courses in Insurance 

The United States Armed Forces Institute and several educational 
institutions cooperating with it offer correspondence courses in insur- 
ance and in subjects covered by the C. P. C. U. program. Lists of 
university extension courses and descriptive outlines of the Institute 
courses in these subjects are available upon request. 

The Institute does not grant nor recommend the granting of ecademic 
credit. This matter is left to the discretion of the individual educational 
institution concerned. If you are interested in academic credit: 


1. Write to the educational institution of your choice, indicating 
(a) Your educational background and your experience. 
(b) That you desire a list of those courses which should 

be vaken and which will be accredited. 


2. Forward copies of all correspondence received from the 
educational institution to the USAFI. 


For further information it is suggested you write to: 
1. Any property or casualty insurance company in which you 
are interested. 
2. The Insurance Department of any state in which you wish 
to conduct business. 
3. The American Institute for Property and Liability Under- 
writers, Inc., N. E. Corner 36th and Walnut Streets, 


Philadelphia 4, Pennsylvania, for information relating to 
preparation for the C. P. C. U. examinations. 








THE AMERICAN INSTITUTE’S SECOND YEAR 
OF OPERATION 


By S. S. Huzsner, Chairman 


Committee on Professional Standards in Property and Casualty Insurance 
of the American Association of University Teachers of Insurance 


The American Institute for Property and Liability Underwriters, 
Ine., conducted its second year of operations according to the general 
pattern described in-last year’s report. Continuance of the war neces- 
sarily meant continuance of severe handicaps to the fullest development 
of the Institute. Yet despite these handicaps the second year of opera- 
tions clearly indicates excellent progress. This progress, using the data 
furnished by the Dean’s office, may be briefly described under the several 
headings that follow: 


STATISTICAL RESULTS OF THE 1944 EXAMINATIONS 


The number of persons taking examinations increased from 90 in 
1943 to 120 in 1944 and the total number of separate examinations 
taken in 1944 increased to 263 from 209 in 1943. These increases are 
partly due to 1943 applicants taking additional examinations, as the 
number of newly approved applications decreased from 95 in 1943 to 
84 in 1944. The number of previously approved applicants also affected 
the distribution of the examinees among the various examinations, as 
is shown by the marked increase in the number of persons taking 
examinations III, IV and V. 

A comparison of the percentage passing each of the examinations in 
1943 and 1944 is interesting. The Part V passing ratio is still very 
low but shows considerable improvement over 1943. Last year Part I 
had a low ratio of successful examinees and this year it was lower. 
‘Apparently there are too many persons who rely on their practical 
experience and take a “flyer” at this examination. 

Fifteen persons (the same number as 1943) attempted to pass all 
five examinations in June 1944, but only 3 achieved the goal. Nine 
others who had passed one or more examinations in 1943 completed 
the series in 1944. In other words, there were 12 new C. P. C. U.’s in 
1944; this doubled the 1943 figure and brought the total number of 
C. P. C. U.’s to 18. (If all candidates had followed the advice of the 
Institute to spread the examinations over at least 3 years there 
would have been no holders of the designation until 1945.) It is sig- 
nificant to note that 107 other persons now have one or more examination 
parts credited toward the designation and im due course it is expected 
that a substantial percentage of these will complete all of the required 
work. From the preceding analysis the inadvisability of a person taking 
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all examinations in any one year is demonstrated more emphatically in 
1944 than in 1943 and it is hoped that future candidates will take 
examinations on the instalment basis. 
A statistical summary comparing the 1943 and 1944 examination 
results follows: 
Number Taking Number Nwmber Percentage Percentage 
Each Exam. . Passing Failing Passing Failing 
1943 1944 1943 1944 1943 1944 1943 1944 1943 1944 
Part I 83 79 51 45 32 34 61.4 57.0 38.6 43.0 
Part II 68 70 49 49 19 21 72.1 70.0 27.9 30.0 
Part III 20 39 13 28 7 il 65.0 718 35.0 28.2 
Part IV 18 48 il 33 7 15 61.1 68.8 38.9 31.2 
Part V 17 27 9 17 8 10 53.0 63.0 47.0 37.0 
All Parts Combined 64.6 65.4 35.4 34.6 


AGE, EXPERIENCE AND BACKGROUND OF EXAMINEES IN 1944 


The age, experience and background of 120 examinees in 1944 were 
substantially similar to that of 1943. This was to be expected from a 
group that contained a considerable number of the same persons in both 
years, but even so the new examinees in 1944 had approximately the 
same characteristics as those who started in 1943. The ‘principal differ- 
ence is an increase in the number of candidates over 50 years of age. 
Whereas there were only 2 in this category in 1943, there were 13 in 1944. 

Only 34 persons satisfied the educational prerequisite by means of the 
minimum requirement of high school graduation ; 63 were college gradu- 
ates, 23 others had attended ‘college. Eighty-nine candidates had over 
10 years of insurance experience and only 13 had less than 5 years 
of such experience. 


LOCATIONS WHERE EXAMINATIONS WERE CONDUCTED 


The national character of the Institute is best illustrated by the 
locations of the examination centers. In 1943 the examinations were 
given at 22 locations and in 1944 at 33 locations in 22 states, the District 
of Columbia and Hawaii. The locations were as follows: 


University of Southern California.............. Los Angeles, California 
University of California, Ext. Div............ San Francisco, California 
University of Denver.........sseeeeceeeeccescececes Denver, Colorado 
University of Connecticut...........ssesseseess Hartford, Connecticut 
George Washington University............seeseeees Washington, D. C. 
Emory University. .......0+ssseccesecceccesevcceces Atlanta, Georgia 
Northwestern University. .........0:-eeesesseeceeeees , Illinois 
Indiana University, Ext. Div..............-seeees Indianapolis, Indiana 
University of Louisville. ............sseeeeeeeeees Louisville, Kentucky 


Louisiana State University... ...........seeeees 


CeCe eee ee eee 
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Washington University... ...... 22... eee ee eee eee St. Louis, Missouri 
SE SE I 05 6 son cc gogadundenents ca benns Omaha, Nebraska 
University of Newark. ...........sseecsecssseces Newark, New Jersey 
Columbia University... ............ceccscccccccceccecs New York City 
Syracuse University. ..... 20... 0. cccccccenececccs Syracuse, New York 
University of Cincinmati................eeceeeeeecees Cincinnati, Ohio 
Western Reserve University. .............sseeeseeeees Cleveland, Ohio 
Ohid State University... ..... 2.0... sce cece cece sence Columbus, Ohio 
RE, Ae Is ok oo. Svc ceed inigaweedgususeyese Oklahoma 
University of Pennsylvania................ Philadelphia, Pennsylvania 
University of Pennsylvania, Ext. Div......... Harrisburg, Pennsylvania 
University of Pittsburgh...................+ Pittsburgh, Pennsylvania 
University of Scranton. ............-seeeeeeees Scranton, Pennsylvania 
Southwestern College... ...........sescccscccceees Memphis, Tennessee 
Southern Methodist University. .............2seeeeeseees Dallas, Texas 
Texas College of Arts and Industries................ Kingsville, Texas 
University of Richmond......:............eeseees Richmond, Virginia 
University of Washington...............-..2-0505 Seattle, Washington 
TE EE SIO y ooo oc ceuiv cc hones sasaeawn ey Honolulu, Hawaii 


THE EXAMINATION QUESTIONS AND COMPOSITE ANSWERS 


So much intérest was shown in the publication of the 1943 questions 
and composite answers that a similar procedure was followed for 1944 
and in all likelihood will be repeated each year. Although these questions 
and answers should not be relied on as a basis for preparation for the 
examinations, they serve to give the candidate an understanding of the | 
type of question asked in the C. P.C. U. examinations and the kind 
of answer expected. Consequently they serve as a guide to the nature 
and extent of the preparation a candidate should possess before attempt- 
ing the examinations. The questions and composite answers are also 
helpful to teachers and study group leaders because they obtain from 
them a more accurate idea of the scope and content of the courses they 
must conduct in order to assist candidates in their preparation. They 
also serve other useful purposes, such as to: (1) encourage serious 
fundamental study; (2) discourage casual applicants; (3) make the 
nature of the Institute better understood through widespread reprinting 
in various insurance publications. 


REGIONAL PRESENTATION OF DIPLOMAS 


Travel conditions and restrictions have continued to make national 
eonferment impossible but regional presentations have been substituted. 
Three of the successful candidates in 1944 were located on the east 
coast, 6 in the midwest and 3 on the west coast. New York, Chicago 
and Los Angeles were selected as the cities most convenient to the 
greatest number and accordingly were designated as the places where 
conferments were held in late October and early November. This pro- 
cedure has proved to have many advantages and it is entirely possible 
it will be continued even when normal travel conditions are resumed. 
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THE C.P.C.U. INCENTIVE FUND 


Almost from the start of the Institute there ha’ been under discus- 
sion a plan which would accomplish two things: (1) stimulate candidates 
to do high quaiity work in the examinations, and (2) provide assist- 
ance to deserving candidates who lack adequate resources to prepare for 
the examinations. To accomplish these ends the Executive Committee 
proposed the establishment of a C.P.C.U. Incentive Fund and by 
unanimous action of the Board of Trustees in September 1944, a 
resolution was passed authorizing the Treasurer to establish a fund to 
be designated the C. P.C. U. Educational Incentive Fund, such Fund 
to consist of any portion or portions of the general funds of the Institute 
which may from time to time be allocated to the Fund by the Board 
of Trustees, together with contributions which may from time to time 
be made expressly for use in the Fund, which is for the following 
purposes : 

1. Granting prizes to candidates who have shown outstanding 
achievement in examinations taken for the C. P. C. U. 
award ; 

2. Granting scholarship awards to specially selected C. P. C. U. 
candidates for use at recognized educational institutions in 
laa. courses within the field of education which the 

nstitute seeks to promote ; 

3. Providing books and other study materials to C. P. C. U. 
candidates ; and 

4. Such similar purposes as may from time to time be 
authorized by the Executive Committee, provided however 
that no portion of the Fund shall be used to defray the 
operating expenses of the Institute, nor for any other 
purpose than that of promoting insurance education. 


Within a short time after the passage of this resolution substantial 
contributions were received by the Fund so that it has been possible 
to make the first and third purposes effective for the year 1945. 


PROTECTION OF THE C.P.C.U. DESIGNATION 


During the past year the Institute’s counsel has completed the regis- 
tration of the C.P.C.U. designation in all but two states and it is 
expected that these will be added to the list very shortly. To protect 
against the imitation of the C. P.C. U. designation some states permit 
registration under their trade-mark laws, others under their insignia 
statutes and a considerable number allow both. A prerequisite to regis- 
tration of the letters C.P.C.U. is that they have an onomatopoetic 
arrangement. This requirement has been met by a unique combination 
of the letters on a key that can be worn or displayed only by those 
who have received the designation from the American Institute. It is 
the insignia on this key that serves as the basis of protection through 
registration with the respective state authorities. 
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DEVELOPMENT OF THE SOCIETY OF CHARTERED PROPERTY 
AND CASUALTY UNDERWRITERS 


The national society formed by the 1943 recipients of the C. P. C. U. 
designation held its first meeting on November 13, 1944 in Philadelphia. 
All those who received the designation in 1944 joined the organization, 
which now has grown to workable size. The wider geographical distribu- 
tion of holders of the designation made it possible to extend the area 
covered by its Board of Directors which now includes representation 
from the Pacific coast. 

The first local chapter of the society was authorized in Chicago, where 
6 persons now hold the designation. This chapter is currently a potent 
factor in developing the Institute’s educational program in the Chicago 
territory. As the number of C. P. C. U.’s increases and additional local 
chapters are created, it is anticiy:ated that they will be of similar assistance. 


A NEW PRESIDENT AND TRUSTEE ELECTED 


At the annual meeting of the Board of Trustees on September 29th 
Mr. L. G. Purmort, President of the Central Manufacturers Mutual 
Insurance Company, was elected President of the Institute to succeed 
Mr. John A. North, Vice-President of the Phoenix Insurance Company, 
who requested that he be relieved of the duties of President at the end 
of two years of service. Mr. North’s vision, enthusiasm and devoted 
efforts have contributed largely to the founding and progress of the 
Institute. Fortunately the Executive Committee will continue to have 
the benefit of his experience and counsel. 

Mr. Thomas W. Sweeney, Vice-President of H. Mosenthal & Son of 
New York City, was elected to the Board of Trustees to fill the vacancy 
created by the death of Julian Lucas. 


STUDY GROUPS 


‘The number of study groups increased considerably this past year, 

although the expansion was retarded by manpower shortages and diffi- 
culty in getting experienced teachers for the subject matter of examina- 
tions I and II. In some locations where new study groups seemed most 
probable they did not get started, while others have developed unexpectedly. 

Although the actual number of locations of study groups has increased 
to approximately 25, it is important to add that in a number of localities 
there are several study groups in different stages of preparation for the 
examinations. Chicago, Los Angeles, Indianapolis and Dallas are illus- 
trations of this last point. 

Difficulty in obtaining adequate instruction continues to be a serious 
problem, especially in strictly insurance subjects. Colleges of commerce 
are not in a position to expand their insurance offerings at present, and 
a number that formerly provided instruction in this field have found it 
necessary to curtail their courses. An additional handicap is that the 
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small size of many of the groups currently interested in preparing for 
the examinations makes a college course financially impracticable. 

In quite a few cases the groups of limited size (especially those pre- 
paring for Part I and II examinations) have operated on a private 
basis and have achieved excellent results because they consisted of 
who were most earnest in their intention to obtain the C. P. C. U. desig- 
nation. Some of these groups have been able to enlist the help of the 
best informed insurance men in the community and therefore received 
most beneficial instruction. Although this procedure may produce effec- 
tive results it cannot be relied upon to take care of the bulk of the 
candidates and must be regarded as a stop-gap arrangement pending 
the resumption of peacetime operations. 

The subject matter of examinations III, IV and V has been much 
more readily available, especially in locations near colleges of commerce. 
Most of these institutions have continued to provide this basic instruc- 
tion, at least in alternate years. 


OTHER COMMENTS AND DEVELOPMENTS 


Public announcement of the examination results for 1944 was delayed 
until after the meeting of the Board of Trustees on September 29th. 
In the future it is expected that the Board will meet at an earlier date 
so that the interval following the examinations and the publication of 
the results will be reduced. 

Over 1,000 persons have shown a definite interest in the Institute’s 
program, and it is estimated that at least half of that number are now 
studying the contents of the suggested reading list for the purpose of 
preparing for the examinations. 

New applications at the date of this report are substantially above 
last year at the same time, and unless there are serious changes in the 
manpower problem there will be a considerable increase in the number 
of examinations taken in June 1945. : 

It should also be recorded that the American College of Life Under- 
writers and the American Institute have continued to work in close 
cooperation. Many of the Institute’s problems have been faced at an 
earlier date by the American College and the experiences of the College 
are of inestimable value to the Institute. 


DEAN LOMAN’S ADMINISTRATION 


Last year’s account explained how Dr. Loman’s effective and compre- 
hensive efforts have served to promote the Institute’s welfare in all 
sections of the country. All that was said last year concerning the 
Dean’s promotional efforts by way of publicity through publications and 
addresses, numerous field trips to localities throughout the country, the 
perfection of educational arrangements and the effective administration 
of the Institute’s home office at Philadelphia, could be repeated in this 
year’s report with the same laudatory emphasis. Progress during the 
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past two years clearly vindicates the judgment of those who insisted 
upon organizing and starting the Institute on its way in the midst of 
war conditions. It is becoming ever clearer that Dean Loman is using 
the present to place the Institute on a sound and secure basis. When 
the war terminates and the existing handicaps disappear, everything 
pertaining to the Institute’s operations will be in full readiness to take 
advantage of the greatly enlarged opportunities. 











REPORT OF THE SECRETARY 


The regular annual meetings of the Association were cancelled again 
in 1944, and it was decided to publish a Journal as was done in lieu 
of the annual meetings of 1943. The officers hope that the regular 
annual meetings can be held in December, 1945. 

Professor Edison L. Bowers, Chairman of the Nominating Committee 
for 1944, submitted the following nominations for officers and members 
of the Executive Committee for 1945: 

President—Frank G. Dickinson. 

Vice President—C. Arthur Kulp. 

Secretary-Treasurer—Chester A. Kline. 

Member of the Executive Committee to serve two years—J. Edward 

Hedges. 
Member of the Executive Committee to serve three years—Corliss L. 
Parry. 

The Secretary submitted these nominations to the members for their 

approval or disapproval. They were unanimously. elected. 


a 


REPORT OF THE MEMBERSHIP COMMITTEE 


During 1944 one new member, Mr. Frank D. Eubank, Director of 
Education, Royal Liverpool Groups, 150 William Street, New York, was 
added to our membership. Eighty-two members paid their dues for 
the year. 
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TREASURER’S REPORT FOR 1944 





INCOME 
Cash on Hand, January 1, 1944 ............ 2c eeeeeeeees $852.36 
Membership Dues for 1944 ..............0e000es $246.00 
Sales of Proceedings: 
aie care tk itl © w 0 assis Mee ae $110.00 
| BR ARES S ae errors or eee 18.00 
128.00 
Sales of Proceedings Reprints: 
American Institute Property and 
Casualty Underwriters .......... $65.00 
‘National Life Insurance Co. ......... 61.75 
126.75 
Total Tmoomne ...sccsesncsecncecesenscsecsccess 500.75 
Total Received from All Sources ..............00eeceeeeee $1,353.11 
DISBURSEMENTS . 
Printing (Dunlap Printing Company) ............ $534.67 
PASEO Or ey VE Tory 10.00 
Miscellaneous Office Expenses for Secretary-Treasurer 38.99 
Bank Charges for Handling Account ............. 2.65 
Honorarium for Secretary-Treasurer (’42, ’43, ’44).. 150.00 
I IN ooo oi bes i be odedeceivpess 736.31 
Cash on Hand, December 31, 1944 ...........cccccccceees $616.80 
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COMMITTEE PERSONNEL 
1945 


Annual Meeting Program Committee 
Professor C. A. Kulp, University of Pennsylvania, Chairman 
Professor C. K. Knight, University of Pennsylvania 
Professor A. H. Mowbray, University of California 
Professor Howard Berolzheimer, Northwestern University 
Professor I. J. Sollenberger, University of Oklahoma 
Mr. Wade Fetzer, Jr., W. A. Alexander & Co. 


Committee on Collegiate Preparation for Inswrance Careers 
Professor Harry J. Loman, University of Pennsylvania, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor David McCahan, University of Pennsylvania 


Committee on Professional Standards in Life, Property and Casualty Insurance 
Professor 8. 8. Huebner, University of Pennsylvania, Chairman 
Professor David McCahan, University of Pennsylvania 
Dean J. Anderson Fitzgerald, University of Texas 


Membership Committee 
Dean Laurence J. Ackerman, University of Connecticut, Chairman 
Professor Chester A. Kline, University of Pennsylvania 
Professor J. Wayne Ley, Ohio State University 
Professor T. C. Bolton, Syracuse University 
Mr. John M. Breen, Chairman, Educational Committee, Lumbermens Mutual 


Casualty Company, Chicago, Ill. 
Nominating Committee 
Professor Edison L. Bowers, Ohio State University, Chairman 


Professor J. Edward Hedges, University of Indiana 
Professor J. H. Magee, Bangor, Maine 


(101) 











Practical Ynaurance Joxts 


KULP’S 


CASUALTY INSURANCE 


THs revised edition covers, in a single volume, 

an analytical treatment of casualty hazards and 
policies, companies and rates. Well adapted for 
university courses on the subject, it is also intended 
for all students of insurance. It emphasizes basic 
principles, approved practices. The three parts 
cover: I, Hazard, Insurance, and Casualty Insur- 
ance; II, Casualty Hazards and Policies; III, Com- 
panies, Rates, Regulations. 


Reviewers’ Comments 
“One of the most comprehensive volumes yet written on 
the insurance business.”—-THE EASTERN UNDERWRITER. 
“Kulp’s work is an excellent help to all people, prac- 
and 
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THs is a-standard work on all forms of insurance coverage. This volume 

takes the viewpoint not only of those engaged in the insurance business, 
the sellers of insurance, but also the much larger group of prospective or 
actual buyers of some form of insurance, which makes it particularly suited 
fer college and university classes. A set of usable problems is published 
separately for classroom use and for those preparing for written examinations. 


“This book will be classified as one 
of the best books on insurance.”-—THE 
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GENERAL INSURANCE—Revised Edition 


This outstanding text, adopted by more than 175 colleges and univer- 
sities in its original edition, has been thoroughly revised in the light of 
classroom use and brought up to date. Its continued use in the new edition 
attests to its leadership in this field. The text is characterized by the 
author’s clearness of expression, accuracy of statement, and thoroughness 
of treatment. Each of the 42 chapters is followed by a complete set of 
practical questions and problems. Selected readings are also included. 
A Solutions Manual is available for all adopters of this book. 


829 Pages Price: $4.25 





LIFE INSURANCE 


Life Insurance is on the approved list for use in courses sponsored by 
the American College of Life Underwriters. 

In addition to the treatment of subjects usually found in elementary 
texts, this book gives particular attention to problems of current interest 
such as programing, the establishment and management of trusts, optional 
settlements, business insurance, pension plans, taxation of life insurance, 
legal aspects of various contracts, life insurance as an investment, and 
other timely topics. Thought-provoking questions and problems are included 
in the text and a Solutions Manual is available. 


729 Pages Price: $4.00 





PROPERTY INSURANCE 


Offering a comprehensive analysis and explanation of the insurance 
coverages available for the protection of property, this new text is the 
outgrowth of a long-felt need and demand for a practical text designed 
primarily for a property course. To facilitate the teaching of the material 
the author has developed an excellent set of practical questions and prob- 
lems for each chapter. A Solutions Manual is available. 


791 Pages Price: $4.00 
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PURPOSES 


A. Promotion cf insurance education. 


w 


Encouragement of research in the insurance field. 


C. To provide an open forum for scientific discussion of all kinds of 
insurance. 
The Association will take no position as an organization on 
any insurance problem, nor wil it be in any way responsible 
for the expression of opinion of any one of its members. 


D. Publication of such material as may from time to time seem appro- 
priate in forwarding the general purposes of the Association. 


E. Co-operation with other American organizations interested in whole, 
or in part, in insurance education. 


F. Co-operation with similar organizations in foreign countries. 


PROCEEDINGS 


The Secretary has copies of the Proceedings of previous Annual Meetings 
available at prices ranging up to $1.50 each. 











